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By Cart H. Nav. 


Cleveland has a street railway problem. In this respect Cleve- 
land is not unlike every other large city in the country. For each 
of them has its street railway problem, either latent or acute. In 
fact, all economic problems with which society, in its organized 
capacity, is to-day struggling are, at bottom, really but another 
phase of this same problem. They all grow out of the evil which 
flows from society’s grant, by law, of special privileges to some, 
not equally shared by all. And these special privileges are always © 
in essence, if not in form, of the nature of the exercise of the tax- 
ing power for private profit, instead of for the support of the pub- 
lic establishment; are always the result of a perversion of the 
powers of sovereignty from public uses to private uses. They 
consist, in some form—however sometimes obscured—of the 
possession in private hands of the sovereign power of taxation 
exercised, not for the common good, but for private gain. Sucha 
perversion can only be justified, if at all, by the private manage- 
ment excelling municipal management, in the financial return to 
the user of the service and to the public, and in its effect on pure 
politics and citizenship. 

This paper, however, is not intended to develop this thesis. 
It is meant to be what its title indicates, and to give an account 
of an entirely new and novel use of certain old and well-known 
legal and financial devices, the application of which, in this new 
way, to the street railway problem is being practically worked out 
in Cleveland. 

The foregoing propositions are merely dogmatically asserted 


417 


f 


The Journal of Accountancy. 


by way of introduction, but if any one be disposed to quarrel with 
them, he but needs to remember that the largest item of assets in 
the balance sheet of a public service corporation, or other natural 
monopoly, does not consist of the value of its physical properties, 
the product of labor and capital, nor even of its good will. It 
consists of the value of its franchises, its ownership or control of 
natural resources, of special privileges of some kind, in a word, 
of “ rights.” This asset is but the commuted value of the power 
to take from the public the excess over and above the earnings 
of capital under competitive conditions. Hence, it is the value 
of the power to tax, which the sovereign power has, by law, 
delegated to private authority and permitted to be exercised for 
private profit. 

The general recognition of the evils which have their origin in 
this perversion of the powers of sovereignty, but the failure to 
appreciate their source, is what gives strength to the socialistic 
propaganda. The only thing that will save us from the stagna- 
tion and despotism of socialism, and preserve to us the freedom 
of individual enterprise and initiative, is the abolition of special 
privilege; the desistance from delegating to private individuals, 
for private uses, the sovereign powers of government. 

Hence, the individualist recognizes a distinction, which the 
socialist overlooks, between social management and control of 
public business and the socialization of private business. 

That there is an unmistakable drift towards the municipal 
ownership and operation of all public utilities in this country none 
will gainsay. Without entering into any discussion of the many 
arguments advanced, either for or against municipal ownership, 
let me only point out that the most, and the strongest of the argu- 
ments against municipal ownership have their basis in, or are an 
expression in some form of, this proposition, viz.: ‘“ That in the 
present state of the honesty and efficiency of our city govern- 
ments, these public industries are not, will not, and can not be 
as economically and efficiently managed as under private 
ownership.” 

To this, as a general proposition, let us agree, and yet anyone, 
who has an intimate acquaintance with political conditions in our 
large cities, knows that the most potent force to bring about the 
conditions that give weight to this argument is the influence of 
the very same seekers after special privileges. Take these large 
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prizes out of the political game, get rid of the big and respectable 
grafter, and you will soon not have the petty one to contend with. 
Anyway, he will be deprived of his biggest opportunities. The 
petty grafter is made possible because the able and influential 
part of the community tolerates him, often fosters him, as a 
necessary instrument through which their special privileges are 
obtained. 

Cleveland, therefore, is unique, not in its possession of a street 
railway problem, but in the manner in which it has met and is 
solving its problem. With this review of the general ques- 
tion we come to a specific discussion of the subject of our paper, 
“The Experience of Cleveland’s Street Railways with Three 
Cent Fares.” 


Incidental to this discussion an effort will be made to describe 
the plan (heretofore alluded to) of financing and controlling 
a public service utility, under existing laws, by which both the 
rights of the capital invested and of the public are conserved, dur- 
ing the transition period—be that period long or short—between 
the existing system of private ownership of public franchises and 


possible future public ownership, or some other plan not yet 
worked out. 

In 1896 the Ohio Legislature passed a law authorizing cities 
to renew existing street railway franchises for a period of fifty 
years. In Cincinnati the companies obtained their desired long- 
time renewals, but in Cleveland public sentiment rose in revolt 
against the proposition. The succeeding Legislature repealed the 
odious law, but an agitation had been started which, with an 
accelerating force, persists until this day. 

The fight for lower fares in Cleveland dates substantially from 
1898, when ordinances were introduced in the City Council to 
reduce fares on certain lines. These ordinances proceeded upon 
the theory that the right to regulate fares and service had been 
reserved to the Council. In the elections which preceded these 
ordinances the political activity of the railroad companies had 
been notorious, and the use of money to influence the elections and 
‘ to control councilmen was a matter of common.gossip and scandal. 
The street railway companies met these ordinances with injunc- 
tion suits. Thus began the first of a long line of litigation, which 
has extended over the intervening eight years, and which has been 
fought through every State and federal court. The original 
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grants contained in words, as plain as possible, a reservation of 
the right to regulate fares. But in 1885, the railroad companies 
had asked and had been given a “consolidated ordinance,” and 
later another ordinance, under which the roads changed from 
animal power to electricity. In these ordinances no new grant 
was given, but the railroad attorneys had cleverly so worded the 
ordinances that the right to regulate fares was, by the construc- 
tion placed upon them by the courts, taken away from the Council. 
That this was a trick is shown by the fact that this phase of the 
ordinances was not a subject of discussion or debate at the time 
of their passage, and not until thirteen years later was it dis- 
covered that the city had by indirection surrendered its right in 
this respect. Ever since this time the railroad has been in politics, 
first through one party and then through the other; most of the 
time through both. Theirs was no partisan politics. 

But it became the fashion, on the part of many of Cleveland’s 
best citizens, to demand of councilmen a pre-election pledge not 
to vote for any renewal of franchises that did not safeguard the 
rights of the city. In the meantime grants were nearing ex- 
piration. Two considerable main line grants have now expired. 
This has been decided by the United States Circuit Court. Other 
grants, covering the very backbone of the system, will expire in 
from one to three years. On two occasions the railroad company 
nearly succeeded in getting a renewal grant. If it had made an 
offer even approaching the one it is now making, nothing could 
have stopped the passage of the renewal ordinance. The story 
of all the moves and counter moves made in this fight would 
fill this magazine several times over. But in the meantime the 
City Council, realizing that there was little hope of being able to 
regulate fares under the old franchises, sought to secure a 
reduction and readjustment by inviting competition. 

In 1901, Tom L. Johnson, millionaire, successful street rail- 
way promoter and operator, permanently retired from the game 
of money-making, and pledging his great talents for all of the 
future to the public service, became mayor, and thus brought to 
the service of the city a type of ability ordinarily to be found only 
on the side of private corporations. He was elected after a cam- 
paign in which the street railway question was the chief issue. 
His efforts induced an outside capitalist to offer to construct 
street railway lines and operate them on a three cent fare. The 
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preliminary legislation was started, and in 1902 grants were made 
to a competing company at three cent fare over territory not yet 
preempted by the old company. A new line of litigation and in- 
junctions was commenced and, because the railroads themselves 
have hitherto made most of the street railway law, this new 
company was finally forced out of business. 

At once new establishing ordinances were introduced, in which 
all of the quirks and technicalities were complied with to their 
last absurdity. And so dangerous to the “ vested interests ” did 
this attack become that the codperation of the Attorney General 
of the State was secured, and suit brought in the Supreme Court 
of the State to oust the city government and declare void its 
charter. The end to which the Cleveland railroads, under the 
leadership of then Senator Hanna, went in this litigation is almost 
without a parallel. The company, to maintain its advantage, suc- 
ceeded in destroying not only the charter and city government of 
Cleveland, but brought down every city government in the State, 
so that not one charter was left whole. The destruction of the 
charters throughout the State made it necessary to hold a special 
session of the legislature in order to supply a new municipal code. 
On the night of May 4, 1903, this new code, under which all cities 
of Ohio are governed, went into effect, and the same night the 
fight was renewed. New establishing ordinances were again 
introduced. 

In Ohio, after much preliminary legislation, the obtaining of 
consents, etc., franchises may be finally granted, by city councils, 
to the parties bidding to carry passengers at the lowest rate of 
fare. Because of “straw bids ” made, ultimately resulting in the 
forfeiture to the city of $15,000, the most of these lines have 
never been, and never will be built. The old company has since 
acknowledged that it inspired the straw bids. But a start was here 
made, and The Forest City Railway was awarded one grant on 
an outlying street for a three cent fare road. With this as a base 
to extend from, there has now been constructed and equipped, 
during intervals between injunctions, a fifteen-mile piece of road, 
from one extremity of the city to the center. It will be well to 
explain here that, under the laws of Ohio, it is almost impossible 
to establish a new line, but a comparatively much easier matter 
to extend from an established line. In the meantime construction 
has commenced on isolated stretches on the other side of the city. 
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An extension over the two main lines cf the old company, the 
franchises for which have expired, has been granted to The 
Forest City Railway Company. 

When all of these pieces are connected, there will be a line 
from one extreme end to another through the very heart of the 
city. As the old franchises expire, the new company will bid for 
franchises over these streets on the same terms hereinafter ex- 
plained. Thirteen miles of the new road have for several weeks 
been in actual operation, and experts who have studied the matter 
claim that this fragment, by itself, can be operated for three cent 
fares at a profit. 

The new road is being built and equipped for less than $50,000 
per mile. The capitalization of the old company is $150,000 per 
mile. The construction is of the most modern and heaviest kind, 
and the equipment the best to be had. As a matter of fact, the 
structural value of the 236 miles of the old company is under 
$50,000 per mile, although capitalized for three times this amount. 
This figure is agreed to by the old company, and the reason for 
making this positive statement is, as Kipling would say, part of 
“ another story,” and comes about thus wise: 

Less than two years ago the whole street railway question in 
this city came nearly being finally and definitely settled. Negotia- 
tions were undertaken between Mayor Johnson and the president 
of the old company, looking toward an agreement upon a price 
at which the entire property of the old company was under lease, 
to be turned over to a holding company, of the character herein- 
after described. The holding company, acting for the city, to 
operate at such rate of fare as would pay the rental. All surplus 
earnings to go into extensions or the purchase of the existing 
property, at the agreed value, the title to which ultimately was to 
go to the city. If not so used, the surplus was to be dissipated by 
a reduction in fare. As security for the payment of the rental 
and the faithful carrying out of the lease, which amply safe- 
guarded the company’s rights, the city was to grant a franchise 
for twenty-five years at present rates of fare to the old company. 
The lease to the holding company was to be made coincident with 
the granting of this franchise. Thus the old company would have 
been absolutely secured its rental and the conservation of its prop- 
erty. Failure to make good on the part of the holding company 
meant a forfeiture of the lease, and then the security franchise, 


422 


j 
a 
al 
Ny 
¥ 
¥ 
y 
? 
4 
14 
| 
— 
2 


Three Cent Fares in Cleveland. 


worth many millions of dollars, would have become operative as 
to the old company. 

At this time a representative of the railroad company, namely, 
its secretary, H. J. Davies, and a representative of the city, Prof. 
E. W. Bemis, on the basis of the information furnished by the 
railroad company itself, agreed upon $12,000,000 as being the 
structural value of the property. They then computed, on the 
basis of net earnings and increases for the future, based upon the 
past, the value of the present franchises to the date of the city’s 
claim of the expiration of each. The company, of course, did not 
agree to the city’s claim of expiration. As a result of this compu- 
tation, the city conceded a value of 42 for the stock, based on 
earning power, at present rates and under existing franchises. 
But, allowing for the uncertainties of judicial interpretations, de- 
siring to be not only fair, but liberal, and being willing to pay a 
price for peace and an immediate settlement of the question, an 
offer of 85 was made for the stock, as a basis upon which to pay a 
five per cent. rental. This the railroad company would not agree 
to, and the negotiations failed. Since that time, however, numer- 
ous important law suits have been won. Since that time, also, the 
new railroad has been financed and is under construction and 
partial operation. Hence, when the old company subsequently 
asked for a renewal of this offer, the city declined to make it 
again. Its stock has been selling for from 62 to 68. 

This “ holding company plan” as to the old company’s prop- 
erties fell through, but it has been revived and is now being ap- 
plied to the new company’s properties, and here we come to a 
description of the new application of old devices. They embrace 
all of the tried and approved devices of modern high finance, in- 
cluding franchises, owning companies, holding companies, lease 
arrangements, options to buy, trust agreements, etc., differing 
from the standard type only in the use to which they are put. It 
might be described as inverted high finance. 

The capital invested in the project is represented by The 
Forest City Railway Company, which is the owning company. 
The city is represented by The Municipal Traction Company, 
which is the holding company. 

The Forest City Railway Company is a corporation under the 
laws of Ohio, with a present authorized capital of $2,000,000, all 
common stock, 6 per cent., cumulative. It can issue no bonds. 
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Under a trust agreement, $1,900,000 of the stock was turned over 
to one of the leading trust companies of the city, the largest in 
the State. The other $100,000 of the stock had already been 
issued for actual money paid in, and 6 per cent. interest thereon, 
before the lease to The Municipal Traction Company was made. 
By a fiction of purchasing franchises from the original grantee 
for $200,000, the stock is fully paid up when sold at 90. Seven 
hundred and fifty thousand dollars was offered at popular sub- 
scription and oversubscribed by nearly an equal amount. The 
stock may be retired at 110. The money from the sale of stock at 
go can only be paid out by the trust company, on the order of The 
Municipal Traction Company (all vouchers accompanying such 
order) for actual construction cost and expenses incident thereto, 
and for payment of 6 per cent. interest on installments paid in to 
the first day of October, 1906, after which date dividends accrue. 
We have here a corporation without a dollar of debt, in which 
every stockholder, no matter at which time he becomes one, is on 
exactly the same footing, and one in which every dollar paid in 
actually goes into construction. There is no ground floor, no 
“ rake-off ” for promoters. 

The franchises are all granted to The Forest City Railway 
Company. They are for three cent fare, cash or ticket, and uni- 
versal transfers. The right to regulate charges and service is 
explicitly reserved to the Council. The grants are revocable at 
the will of the Council, limited only by a clause that the property 
cannot be impaired as a 6 per cent. investment. They contain a 
municipal ownership clause, under which the city may, whenever 
the laws of Ohio will permit it, take over the property for its 
actual cost, less depreciation, plus 20 per cent. 

All of the property and rights, present or to be acquired, of 
The Forest City Railway Company are leased to The Municipal 
Traction Company for a period of fifty years, with a privilege in 
the lessee to renew for another fifty years. It might be of interest 
here to state that the lease follows the general scheme under 
which the Elkins-Widener Syndicate controls the underlying 
properties in its system of street railways. 

The Municipal Traction Company can be described as a purely 
paper corporation. It is organized under the laws of Ohio with 
an authorized capital of $10,000, 10 per cent. paid in. It is com- 
posed of five selected stockholders, each one a director, each own- 
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ing one-fifth of the capital stock. Its personnel consists of five 
leading business and professional men, the president and general 
manager being A. B. du Pont, one of the leading street railway 
experts in this country, and its vice-president being Frederick C. 
Howe, a law partner of James R. Garfield, a member of President 
Roosevelt’s cabinet. It will never pay any dividends. The 
directors and officers will get only reasonable, but liberal salaries. 

By a carefully drawn contract, each stockholder and director 
has executed to all of the others an option on his stock, under 
which it will only be necessary to insert the name of the newly 
elected director into the certificate to transfer the stock. The 
stock certificates have been endorsed in blank and put into safety 
deposit, and are accessible only to a majority of any surviving 
members. Ifa vacancy should occur, the same will be filled by the 
survivors. If the directorates shall all become vacant at the same 
time, a court of equity would take care of the emergency. The 
body is thus self-perpetuating. 

It owns no property except the lease to it of The Forest City 
Railway Company. It has or assumes no liabilities other than the 
current ones growing out of the operation of the road and the 
rental equal to 6 per cent. on the outstanding stock of The Forest 
City Railway Company and not to exceed $2,500 per year 
organization expense. 

Under the terms of the lease the lessee constructs and equips 
the railroad out of the proceeds from the lessor company’s stock, 
and the title to the property is in the lessor. The lessee operates 
and maintains and keeps in original good repair the property of 
the lessor out of the earnings from operation. The lessor com- 
pany cannot issue bonds, execute any mortgage or make any 
charge upon its lines or property without the written consent of 
the lessee. The lessee, of course, cannot in any way put any 
charge upon the property, the title to all of which is vested in the 
lessor. The lessee can, out of its surplus earnings, buy the prop- 
erty of the lessor at any time, in whole or in part, for a price 10 
per cent. in excess of par on the stock, and the rental to be paid 
ceases on such portions so bought. Any portion of the property 
so paid for out of earnings, or any extensions to it built out of 
earnings, will not have to be paid for when the city exercises its 
option to purchase under the municipal ownership clause in the 
franchise. 
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All of the books and records of both companies are open to 
the inspection of the City Council or any citizen, and the ut- 
most publicity has been provided for concerning all of their 
transactions. 

The crux of the holding company plan is the question of trust- 
ing the five directors of The Municipal Traction Company to ad- 
minister their trust faithfully and to elect equally faithful suc- 
cessors. As already shown, the stock of The Municipal Traction 
Company is so safeguarded that none of it can pass into the estate 
of a director in case of death, nor into the hands of a receiver in 
bankruptcy in case of financial trouble. All vacancies will be 
filled by the surviving members. 

Experience shows that whatever advantage men may take of 
each other in playing “the game of business,” men of character - 
and reputation do not violate a trust. An instance: The Society 
for Savings is Cleveland’s largest financial institution. It hasn’t 
a single stockholder, nor a dollar of stock. Its directors are ab- 
solute in power, and they need not even be depositors in the bank. 
The board elects its own members, and for half a century this 
self-perpetuating board has gone on enjoying constantly the in- 
creasing confidence of the public, and now holds in trust as de- 
posits and surplus about $50,000,000. These men are not even 
under bond ; no depositor can have a voice in electing or removing 
them; they can pay whatever salaries they will to themselves or 
anybody else—and yet to be a member of that board is one of the 
high honors of the city, and never has there been suspicion or 
scandal. If $50,000,000 are safe in the hands of one board of 
directors, clothed with a trust, so fixed a thing as a railroad may 
be reasonably trusted to another. 

But the security of the public does not rest on these considera- 
tions alone. The efficient checks upon the good faith and recti- 
tude of the five men composing this holding company for the 
public are: 


1. The high character of the men and the public pledges they 
have given and the obligations they have assumed. 

2. The utmost publicity provided for. They and their every 
act are at all times open to public scrutiny. 

3. The city’s right, under the option reserved in the fran- 
chises, to appropriate the property at a small percentage over 
structural value. 
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4. The right to revoke the franchises at any time and grant 
them to another, who will compensate the stockholders of the 
owning company for substantially their actual investment only. 

Since this new project was financed and the holding company 
formed, the old company has made a new offer, which for the 
past six months it has been strenuously urging upon the city by 
the expenditure of over $1,000 a day in advertising in the news- 
papers and by the attempted creation of favorable sentiment 
through discussions in churches, in clubs and other organizations 
of the city. 

This offer for a renewal franchise for twenty years is seven 
tickets for a quarter and universal transfers, including all of the 
other burdens now imposed, such as paving, sprinkling, licenses, 
etc. The present rate is eleven tickets for fifty cents. 

In its public advertisements the company claims that this 
means a saving to its patrons of over $1,000,000 a year. The 
figures obtained at the time the negotiations were on, above re- 
ferred to, show that this claim is not overstated. The total capital- 
ization of the company, stock and bonds, is about $33,000,000. 
Upon this capitalization it has been earning 8 per cent. net. As 
above shown, $12,000,000 is the actual value, other than fran- 
chises and hopes of renewal. Figure only 5 per cent. on the $20,- 
000,000 of water in the capitalization, and there is a possible sav- 
ing of another million dollars. This amount, according to their 
own claims, is the equivalent of another six tickets in the dollar. 
Hence, by the company’s own admission three cent fares and uni- 
versal transfers, with dividends on actual investment only, is a 
practical and profitable proposition. 

The fight for three cent fares in Cleveland has now, however, 
progressed so far that there seems to be a growing disposition 
to compromise on nothing less, and moreover to insist on no fran- 
chise being granted, at any rate of fare, that is not revocable and 
that does not reserve the future to the city. As the most valuable 
franchises expire in a comparatively short time, the disposition 
seems to be to wait until they do expire, and then grant them to 
ourselves. For this is what, in essence, it amounts to when, under 
the above outlined scheme, they are granted to The Forest City 
Railway Company. 

Here then is a device, calculated to give the city all the ad- 
vantages of municipal ownership, yet avoiding all of its feared 
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evils. It is a public utility, operated not under political manage- 
ment, but by a private corporation, whose organization is self- 
perpetuating and not subject to frequent administrative changes. 
Yet beyond paying a fair, liberal and certain return on the capital 
invested, it is a corporation that is operated in the public interest, 
and not in the interest of stock-jobbing or for private gain. 

Note: Since the above article was written, in December, the United 
States Supreme Court has affirmed the decision of the Circuit Court and 
it is, therefore, now definitely determined that the franchises for the two 
main lines, herein referred to, expired in 1905. Within five days after - 
rendering of this decision, and to forestall action by the new company, ; 
old company submitted a proposition to the city for a straight three Avr 
fare upon these lines and free transfers to their other lines, pending a 
settlement of the entire traction problem. They also agreed to reimburse 
the city for all earnings in excess of the three cent fare from the date of 
the expiration of these grants. A representative of the city and one of the 
company are now computing the amount to be paid the city under this 
agreement. 

In the meantime, a truce has been entered into whereby all construc- 
tion by the new company and all adverse activities and litigation by the 
old company has been arrested, while a representative of the city and one 
of the company are fixing the value of the old company’s property, with 
a_view to leasing it to the “holding company” described in this article. 
The basis for the leasing value is to be physical value, plus unexpired 
franchise value, plus one-ninth. At present, therefore,Cleveland has three 
cent fares on a considerable portion of its street railway lines, seven 
tickets for twenty-five cents on all of the others and there is a great prob- 
ability that the whole question will be settled upon the “holding company” 
plan described in this ree. 


Commercial Credit. 
By J. E. Hacerty, Ph. D., 
Professor of Economics and Sociology in Ohio State University. 


Commercial credit is defined by McLeod as “ credit used to 
transfer commodities or to produce them.” The grower or pro- 
ducer of raw materials is frequently compelled to resort to a 
loan to carry on the work of production which is paid from the 
proceeds of the sale of goods. The mortgage of crops is an 
instance in point, although not the common one. The importer of 
raw materials may also need funds which may be returned as soon 
as the goods are sold. The manufacturer may borrow pending the 
time his goods are in an unfinished state and prior to the time of 
marketing them. Something of a similar character may be said 
of the middleman, the wholesaler, the jobber, the commission 
merchant, and the retailer. 

The commercial world is so organized that the majority of 
the distributing factors require the advancement of funds or the 
extension of credit to help bear the expenses of handling and 
marketing goods, and to cover the time until payment is received 
for goods sold. The manufacturer sells goods to the wholesaler 
on 30, 60, or go days’ time, and accepts the note of the latter for 
the amount of the sale or writes a bill against him. This instru- 
ment is then frequently taken to the manufacturer’s banker and 
is discounted. The wholesaler may sell to the retailer under the 
above named conditions and may also have his banker discount 
the instrument of credit. In each of the above instances banking 
institutions are called upon to advance funds to support the 
commercial loans, and at these points banking credit supplements 
and supports commercial credit. 

The sale of merchandise on credit is a commercial loan. Mer- 
chandise in the hands of the manufacturer or the mercantile 
factors is capital, and when it is parted with for a promise to pay 
funds in the future, capital has been loaned in as true a sense as 
when funds pass over the counters of a bank in exchange for the 
promise to pay valuable consideration in the future. The 
reason for the prevalence of different rates of interest on bank 
and commercial loans will be considered when a more complete 
analysis of the latter is given. 
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The most important change introduced by the modern 
methods of buying and selling is the system adopted by which 
credit is given. A half century ago, in the United States, when 
the jobbers and manufacturers were visited by retailers twice a 
year to purchase goods, they could understand through a per- 
sonal acquaintance of the buyer the nature of the loan given. 
Then the jobbers and manufacturers were not doing business 
on so large a scale as now, the buyers were fewer in number and 
the sales were much less frequent. At present the instances are 
exceptional when the buyer and seller come together. Goods are 
sold by the traveling salesman or are purchased by the buyers 
through correspondence, and commercial agencies undertake to 
make known the standing of the buyer to the seller. In the large 
jobbing and manufacturing institutions a department has been 
developed whose special function it is to investigate the standing 
and character of those seeking credit and to collect time accounts. 
In the smaller institutions, not of sufficient size to warrant the 
extablishment of a separate department, this function is, never- 
theless, carefully performed. 

The emergence of corporations which take the place of part- 
nerships introduces another change which has its reflex influence 
on credits. As long as the partnership remains family honor and 
family pride count for much in avoiding the bankruptcy court. In 
corporations the identity and importance of the individual are 
not conspicuous. Stockholders and managers of corporations 
frequently screen their credit and honor behind joint stock com- 
panies, and in event of failure often pose as unfortunate in- 
vestors in disastrous enterprises. Hence, with this change is 
introduced another reason for scrutinizing carefully the standing 
of concerns seeking credit. 

Our present credit system grew out of distinctly modern in- 
dustrial conditions. Prior to the present century inability to pay 
a debt was frequently a criminal offence and the offender was 
thrown into prison. The State of Georgia was organized by a 
colony of delinquent debtors who were given their liberty, pro- 
viding that they would leave England. Virginia and other States 
were largely settled by indentured servants—those who became 
slaves to their creditors until the obligations of indebtedness were 
removed. The farther we go back in history the more rigid we 
find the laws against debtors. Inability to meet an obligation as 


430 


Commercial Credit. 


soon as it matured was considered one of the gravest of offences. 
The laws and practices of the early maritime cities of Italy, 
Venice, and Genoa bear evidence of the power of the creditor 
class. The Shylocks were not merciful. So long as these harsh 
measures prevailed the giving of credit was a matter of little 
concern, and the development of a credit system altogether un- 
necessary. The risk was wholly the debtor’s of assuming the 
responsibility of meeting an obligation at a certain time. 

The complicated organization of modern industry requires 
credit giving. Business could scarcely be carried on for a day 
without it. The element of chance seems to play a much more 
conspicuous rdle than when business arrangements were simple. 
The spirit of venture finds no more enticing field than in some 
departments of business. The success, too, of many of our great 
captains of industry may be traced to the taking of great risks. 
This element of risk is responsible to a large extent for our in- 
dustrial advancement. It is thus easy to see why credit giving 
should, in the nature of things, be considered a necessary part 
of business transactions and why the debtor who failed honestly 
should be considered simply an unfortunate investor. 

In our present industrial era the harsh treatment accorded to 
the debtors of two or three centuries ago would be absolutely 
impossible. Present conditions make the debtor and creditor 
partners in enterprise. Credit is given not as a favor to the 
debtor but with a view to profit. The old idea that the debtor 
owed the creditor in law and in fact is passing away. The 
creditor investigates the character, ability, and financial standing 
of the debtor, the nature of the enterprise in which the capital is 
to be invested, and calculates on the likelihood of the debtor’s 
being able to meet his obligations at maturity. He thus becomes, 
in a way, his partner in the business and in event of failure will- 
ingly accepts a cancellation of a portion of the debt, providing 
that there has been no fraudulent conversion of the assets. 

It is extremely important, since credit plays such a conspicu- 
ous rdéle in industrial life, that it should be on a high plane. To 
this end the reporting agencies have been developed, credit and 
business men’s associations have been organized, and the Gov- 
ernment has thrown about the creditor certain safeguards—all 
to make it as difficult as possible for the debtor to be dishonest 
and to minimize losses due to mistakes in lending. 
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As soon as business was organized, so that it was no longer 
possible for the seller to meet the buyer face to face and learn the 
nature of his business standing directly from him, agencies were 
organized to investigate the standing of those seeking credit. 
Now they are absolutely essential to credit giving. No merchant 
would think of granting credit without investigating the stand- 
ing of the buyer as reported by the agencies. All dealers are 
consulted once or twice a year by the representatives of the com- 
mercial agencies for their rating, and if it is refused the agent in- 
vestigates their business status as far as possible. When goods 
are sold by a traveling salesman to some new firm, the house, 
before shipment, investigates the standing of the firm as reported 
by Bradstreet or Dun or other agency. If the report is not 
altogether satisfactory the attorney of the company in the locality 
investigates his standing. The advice of the banking institution« 
with whom the debtor deals is always considered important. 
Other methods which will be discussed later are used. 

What are the practices of the various distributing factors in 
regard to the giving of credit? The relations between the manu- 
facturer and jobber are simple. Jobbers who handle the lines 
of any manufacturer are comparatively few, and it is easy to 
learn their standing. When the manufacturer sells to the re- 
tailer his interests in giving credit are identical with those of 
the jobber whose dealings are with the retailer. 

Payment within ten days is usually considered cash. Beyond 
this, payments range from twenty days’ time to over a year. One 
and two months’ time is usually given on groceries. On tea, and 
coffee in bulk, three and four months are often allowed. On 
dry goods and textiles generally the average term of credit is 
longer. The longest term of credit is given on agricultural 
machinery, and the payments are often arranged to be paid in 
installments. 

The comparative term of credit on the different lines of goods 
has an economic basis. No reason exists for extending credit 
beyond the time when goods are sold. Commercial credit is 
given only to enable the buyer to pay for goods from the pro- 
ceeds of their sale. As groceries may be turned in one or two 
months, the ordinary term of credit on them is from 30 to 60 
days. It generally requires a longer period for the sale of tex- 
tiles and so a longer term of credit is given. Farm implements 
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are sold by the retailers to buyers who usually need several 
months in which to pay for them and these payments are ar- 
ranged to come at times when crops are sold. In the case of 
other commodities the urgency is not so great for granting credit 
to the consumer, wherefore, the retailer is inclined to permit his 
credit relations with the consumer to be determined not by the 
consumer but by the manufacturer and jobber. 

Various methods are employed by manufacturers and jobbers 
to learn the standing of the retailer. All of them use the infor- 
mation furnished by the leading commercial agencies. Aside 
from this their methods vary. In giving credit to new customers 
some require a definite statement from them of their financial 
standing. Others learn what they can from their traveling sales- 
men. Still others find out what they can from the local bankers 
and other houses with whom the debtor has dealings. Then, too, 
manufacturers and jobbers are often organized in credit men’s 
associations which are more or less clearing-houses of informa- 
tion with reference to the credit standing of their customers. So 
in a variety of ways the financial ability and character of the 
retailer are learned. 

The rate of discount for cash payments varies as widely as the 
term of credit. It varies from six per cent. to seventy-two per 
cent. a year, while the average annual rate is between twelve and 
eighteen per cent. In fixing discounts for cash, manufacturers 
and jobbers wield a ready weapon to force cash payments. As a 
rule the longer the term of credit, the higher is the rate of dis- 
count, because the more uncertain the payment of the obligation. 
Discounts on groceries average about twelve per cent. a year, on 
textiles about eighteen per cent., while on certain kinds of 
jewelry the rate is as high as seventy-two per cent. a year. 

Higher rates are levied to cover losses by failures. When 
conditions are normal manufacturers and jobbers know approxi- 
mately what losses they will sustain through failures, and, there- 
fore, adjust interest charges to cover these losses. Those who 
do not fail are compelled to pay the debts of those who fail. If 
we consider rates natural in which the excess above the general 
rates prevailing on money loans pay the losses of bankrupts, it 
often happens that the natural rate deviates from the customary 
rates. There is frequently a tendency to cling to cash discount 
rates when the excess of these rates above the prevailing ones 
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more than pays the losses through bankruptcies. The manufac- 
turer and jobber are often interested on this account in having 
the debtor take the full term of credit rather than pay cash. 

Another reason for the divergence between the so-called 
customary and natural rates lies in the character of the mer- 
chant’s business. From the very nature of his business he has 
but a limited amount of property upon which he can secure ad- 
vances of capital. The value of the goods, relatively speaking, 
is a high percentage of the value of the plant. So the scope of his 
business as a merchant is limited directly by the extent to which 
he goes into business loans. On this account discount rates may 
be excessively high to compel purchasers to resort to the regular 
institutions of loan. 

It seems apparent that it is to the interest of the retailer to. 
cash all his bills with money borrowed from banks. Many do 
this, and consequently save from six to twelve per cent. a year on 
purchases. The lack of capital of many retailers and the diffi- 
culties in the way of borrowing at banks exclude them from this 
opportunity. To put the matter in another way, the ease with 
which commercial loans can be secured as against the difficulty of 
securing bank loans is responsible for the high rates of the 
former and the low rates of the latter. Banks loan only on good 
collateral or personal security. The retailer’s purchases are 
comparatively frequent, so that the difficulties in the way of ob- 
taining good security closes this route of escape from high inter- 
est charges on capital borrowed. There are, however, other 
merchants whose credit at bank is good and who habitually allow 
the term of credit to expire before payments are made. In doing 
so considerable is lost by not appreciating the difference between 
the bank rates of interest and the rates charged by lenders of 
merchandise. 

In granting credit, the position of the retailer is wholly differ- 
ent from that of the manufacturer and jobber. They must rely 
upon commercial agencies and other information bureaus to in- 
vestigate the standing of their customers, while his methods of 
investigation are more direct. Much depends on the particular 
location of the retailer, and the character of his trade. The 
situation is often such that the retailer knows personally all his 
customers, their ability to pay, their promptness, and so on. But 
in large cities where dealers have a large range of customers and 
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in small places where there is a transient trade, their problem is 
more difficult. The usual mode of procedure is to ask for refer- 
ence to other dealers with whom the customer trades. Others 
investigate whether the customer has property. Some give credit 
on the evidence of honesty judged from a few moments’ conver- 
sation. Still others will grant credit after learning where the 
man works and his ways of spending his money. In some cities 
the retailers are organized in local credit men’s associations and 
through these. organizations avoid extending loans to irre- 
sponsible parties. The range of losses varies with the class of 
customers and the section of the country. Some say that only 
one-half per cent. of their total sales are uncollectable, while 
others place this percentage as high as five per cent. and over. 

An important change has been introduced in the system of 
credit giving by the practice of dating ahead. An impression 
prevails that dating ahead and credit giving are the same. On 
the contrary, they are distinct, although directly related. When 
we depended upon foreign countries for the bulk of our manu- 
factured goods, it was necessary for the importer and jobber to 
carry all lines in stock which were sold to the retailer. When the 
American manufacturers began to supply the consumers it was 
learned that there would be a clear advantage in selling all 
commodities not staples before they were produced. Such com- 
modities as sugar, flour, and the cruder kind of textiles can be 
kept in stock as the demand for them is comparatively regular. 
But changes in fashion and difference in kind of commodity with 
the consequent uncertainty of demand, makes the production in 
advance of all products not of the staple type a hazardous 
enterprise, and producers are unwilling to take the risk. 

The method of procedure in dating ahead is as follows: The 
manufacturer or wholesaler goes to the retailer in the fall and 
takes orders for spring and summer goods. After the orders 
are taken the goods are produced. The goods are dated, we will 
say, February 1, but the manufacturer ships the goods to the re- 
tailer as soon as they are manufactured. If the goods are paid 
for within ten days of the first of February then payment is 
usually considered cash, and all payments are dated from Febru- 
ary 1. But the retailer has the goods in his possession before the 
first of the month and some of them often as long as six weeks 
or two months prior to the time the goods are dated. In a sense, 
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dating ahead prolongs the term of credit by the interval between 
the shipment and dating of the goods. The keeping of goods in 
stock compels retailers to increase their insurance account. In 
all cases where goods are sold before the time of dating an ad- 
vantage is gained. However, in such cases competition between 
dealers often results in extending credit to consumers. So the 
system of dating ahead is not only an extension of credit itself 
but it indirectly results in a prolongation of the term of credit. 

Mr. Prendergast, in “ Credit and Its Uses,” gives a somewhat 
different interpretation of dating. “The discontinuance of ‘ long 
time’ such as four, six, and eight months, has had the effect of 
introducing the feature of ‘ dating’ into commercial transactions 
and credit. A ‘dating’ of thirty days or sixty days indicates 
that the term of credit, whatever it may be, does not begin to date 
until the expiration of the term of dating. For instance, a bill sold 
and charged on January 1, 1906, with a dating of sixty days— 
terms, two per cent. ten days and net thirty days—is not due 
until April 1, as the dating does not expire until March 1, and the 
terms being thirty days carry it to April 1. The purchaser has 
the option of paying it whenever he chooses, but payment cannot 
be insisted upon until April 1. A merchant purchasing a bill 
under the foregoing terms would, if he were in a position to do 
so, pay the bill at the end of ten days (January 10), deduct his 
two per cent. discount, and also deduct interest at the rate of six 
per cent. per annum for the unexpired term of sixty days (the 
dating), of which time he has not availed himself.” 

This author then assigns other reasons for dating. Whether 
“ dating ” grew out of an endeavor to shorten the term of credit, 
as it undoubtedly did, in many cases, or has other reasons for its 
existence its effect is always the same, it really extends the term 
of credit. 

Aside from prolonging the term of credit, dating ahead in- 
creases credit giving. When the goods are dated ahead they 
cannot be sold C.O. D. Under this system it is not always within 
the power of the seller to dictate the terms of payment. When 
the goods are not shipped C. O. D., if the buyer should refuse to 
pay within ten days, the term of grace usually allowed for cash 
payments, the only recourse of the creditor is either to refuse to 
have further dealings with the buyer or to institute proceedings 
to collect debt. Injury to the buyer’s standing by recourse to 
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either of these methods may often be adequate to force him to 
abide strictly by his contract. The point of interest in this 
connection is that the system itself practically provides for credit 
giving. 

The system has also another bearing on credit. The manu- 
facturer is relieved of the necessity of taking chances on produc- 
tion. As goods are shipped as soon as produced, he is also re- 
lieved of the necessity of carrying insurance on the stock. 
However, these advantages may be counteracted to a certain 
extent by interest accounts on long period datings. As soon as 
dating ahead came to be generally practiced, competition ex- 
tended the period of the dating. This meant for the producer a 
prolongation of the interval between production and sale, if we 
consider the sale for practical purposes to take place when the 
goods are dated. The traveling salesman is out taking orders, 
and the goods are produced long before they are paid for. It 
matters not for our purpose whether we consider this an increase 
of interest account of capital expended, or an extension of credit. 
The result is the same. In dating ahead the producer has the 
advantage of regularity, certainty and avoidance of risk in an 
extension of credit. 

In dating ahead the risk is transferred from the manufacturer 
and wholesaler to the retailer. In the effect of the system on the 
mind of the retailer we find another influence tending to increase 
both credit transactions and the number of failures. The longer 
you postpone the time of payment the more reckless and indiffer- 
ent people are in giving orders. Purchasing unnecessary and un- 
salable goods results in an enforced extension of the term of 
credit. Failures to a very large extent result from having in 
stock unsalable goods. 

Since the ending of the crisis in the United States a decade 
ago there has been some agitation favoring a shortening of the 
term of credit and the abandonment of commercial credit wher- 
ever possible. The organization of the business community prac- 
tically forbids making much headway in the latter movement. 
However, much advancement has been made in the last ten years 
in systematizing the methods of giving credit and in minimizing 
losses resulting from credit giving. 


Railway Maintenance of Way. 
The Significances of Published Figures as a 
Basis of Comparison. 

By Wa ter K. Harpr, 

Of the University of Pennsylvania. 


Contained in every annual report issued by the various rail- 
road companies of the United States we find a statement of large 
sums of money spent out of earnings each year to maintain the 
fixed physical property of the corporation at a certain standard. 
These expenditures constitute a necessary cost of operating a 
common carrier, and are grouped under the head of “ Main- 
tenance of Way and Structures.” The popular idea of these 
expenditures is that they are the costs necessary to keep the 
physical property up to a certain physical requirement, or to 
hold a physical thing to its physical measurements. Properly 
speaking the purpose of incurring these expenses is not alone 
to keep the road up to a certain physical standard, but to keep 
it in such a state or condition as to maintain the earnings of the 
road. The highest possible earning-power, not merely ship-shape 
property, is the ultimate object to be kept in view. 

The “Maintenance of Way and Structures” account is 
usually divided into: 

(1) Repairs of roadway, including superintendence, policing, 
track appliances and rail fastenings, ballasting and general 
repairs. 

(2) Renewal of rails. 

(3) Renewal of ties. 

(4) Repairs and renewals of bridges, culverts, fences, cross- 
ings, signs, cattle guards, stations and buildings. 

(5) Repairs and renewals of docks and wharves. 

(6) Repairs and renewals of telephone and telegraph. 

The most important of these are ballasting, renewal of rails 
and renewal of ties. These are so essential that a study of the 
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different kinds of ballast, rails and ties used, and the different 
causes affecting their life is not out of place. 


BALLAST. 

In road construction the roadbed is finished up to a “ sub- 
grade,” which is generally about one foot below “ grade” or the 
bottom of the ties. The material which is used to fill up between 
the sub-grade and grade is called ballast. The purposes of 
ballast are (1) to distribute the load over the roadbed, (2) to 
form a support for the ties, (3) to provide efficient drainage 
under and around the ties, and (4) to allow surfacing and raising 
track without disturbing the roadbed. The material used for 
ballast should be carefully selected, as it may have a decided effect 
on locomotive and car maintenance, as well as on traffic. A 
dusty ballast will cause greatly increased wear of the journals. 
On roads with extensive passenger traffic it is as important to 
avoid dust and dirt by the use of clean ballast as it is to avoid 
smoke and cinders by the use of hard coal or coke in the 
locomotives. 

The materials most generally used are broken stone, furnace 
slag, burnt clay, gravel, sand, cinders and earth. Stone and slag 
will drain readily, but gravel, burnt clay, earth, etc., will, accord- 
ing to quality, retain more or less water, and are liable to break 
after frosty weather. The form of cross section given to the bed 
of ballast varies with the material, the climate, and the ideas of 
the engineers. The ties should not be covered with ballast as a 
rule, as it prevents inspection and leads to rotting by keeping the 
ties damp, though in hot, dry regions it may be permissible in 
order to protect the ties from the sun. 

TIEs. 

The principal timbers for ties are used in about the following 
proportions: oak, 55 per cent. of all ties used; pine, 22 per cent. ; 
cedar, 7 per cent.; chestnut, 5 per cent.; hemlock and tamarack, 
4 per cent.; cypress, 3 per cent.; redwood, 2 per cent.; various 
woods, 2 per cent. White oak is the best wood for ties, both for 
wear and durability, being very hard and slow to rot, and gen- 
erally failing by decay rather than by wear. Its average life is 
about eight years under heavy traffic, though it sometimes lasts 
from ten to twelve years. Burr or rock oak, black, red and 
yellow oak are also used, but these are decidedly inferior kinds. 
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The life of ties varies greatly, and this variation is exagger- 
ated by the lax systems of inspection for renewal, and the lack of 
system in keeping records of ties. The actual life varies in dif- 
ferent sections of the country and on different railways, on 
account of the dissimilar qualities of timber of the same species 
grown in different parts and of the influence of the varying con- 
ditions of climate, roadbed and traffic. Ties in side tracks should 
not be included in averaging the life of ties. Where ties are con- 
tinuously obtained from one section of the country it is usually 
observed that the life of the ties is gradually becoming less as 
the timber resources become picked over. 

Ties in curves generally fail by respiking and by cutting 
under the rail, so that they have to be taken out, as the gauge 
cannot be maintained, although on tangents the ties would last 
perhaps two or three years more. Ties usually last longer in 
good, well-drained ballast, although this depends somewhat upon 
the form of cross-section. In some sandy soils, however, they 
decay even more quickly than in clay soil, the former supplying 
the warmth, air and moisture necessary for fermentation, while 
the latter excludes air and heat. 

There are two principal elements governing the life of a tie :— 
(1) its resistance to decay, (2) its resistance to the wear result- 
ing from the cutting and abrading action of the rail. The direct 
compression under the rail is so slight that it may be ignored. 
Ties are rendered unserviceable by three main causes:—(1) Me- 
chanical disintegration of fiber and the abrasion of fiber under 
the rails caused by the slight motion of the rail on the tie; (2) 
injury by spiking and respiking; (3) general natural decay of 
the wood. Under ordinary and average conditions on American 
railways, ties have to be renewed more on account of the cutting 
and abrasion, and consequent local decay, under the rails than 
on account of natural decay. This cutting and abrasion may be 
largely reduced by adopting improved rail fastenings to hold the 
rails and ties more firmly together. It may be almost wholly 
eliminated by the use of suitable metal tie-plates, which thus effect 
a decided economy in making ties of the softer and cheaper woods 
equally as serviceable as the harder and more expensive. Ties 
will wear out more quickly in curves because of the lateral strain 
on the rails, which forces the spikes back, enlarges the holes and 
reduces the frictional hold of the spike on the tie. They also 
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wear out more quickly on heavy grades where the engines use 
sand. 

The natural decay of the tie as a whole depends largely upon 
the wood, ballast, climate, etc. It usually begins at the ends. 
Smaller ties usually resist decay better than large ones. A large 
number of ties of medium width is better than a smaller number 
of wider ties. The thickness of ties varies from six to eight 
inches, but should never be less than six inches. The width is 
from six to ten inches, but eight inches is a good width for 
supporting the rail and bedding in the ballast. 

The spacing of ties varies from 2,240 to 3,200 ties per mile, 
or from 14 to 18 per 30-foot rail. One of the most recent stand- 
ards for main track is 16 ties per 33-foot rail. The number of 
ties should not be reduced as heavier rails are introduced, for the 
track as a whole has a certain deflection, so that reducing the 
number of bearing points only serves to increase this tendency 
of deflection. 

The average cost of tie renewals is now considerably in excess 
of that of rail renewals, and shows a tendency to increase for the 
following reasons: (1) Increase in price of ties, owing to the in- 
creased value of timber as the supply is diminished, and to the 
increased haul as the sources of supply become more distant; (2) 
the use of the best timber for other purposes, so that the poorer 
qualities must be cut for ties, consequently giving inferior service ; 
(3) less rigid inspection and the acceptance of inferior ties; (4) 
increased tendency to cutting and decay under the rails, due to 
increased wheel loads and traffic; (5) spike killing caused by 
regauging and redriving loosened spikes. 

Ties are very often subjected to a preservation process in 
order to prolong life and to reduce the maintenance charges. In 
most processes the principle of the treatment is to extract the 
sap and replace it under pressure in a closed vessel by a material 
which will fill the cells of the wood and prevent fermentation and 
decay. The timber should be thoroughly seasoned before treat- 
ment and the ties should be allowed to stand for some weeks 
after treatment, before being put in the track, in order to allow 
the chemicals to become permanently settled in the wood. 

Following is an estimate of the relative cost of treated and 
untreated ties :— 
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Average initial cost, cents 
Annual interest charge on initial cost at 4 per 


Annual outlay for sinking fund, which will replace 
tie at end of its life (4 per cent. interest), cents, 77 
Total cost per tie, per annum 


RAILs. 


The ordinary length of rails is 30 feet, but rails 33 feet, 45 
feet, and 60 feet long are used to some extent. Several railways 
have adopted 33 feet as the standard length, thus reducing the 
number of joints by 10 per cent. The weight of rails used varies 
from 65 to 100 pounds per yard. The minimum weight eco- 
nomical in ordinary service is 65 pounds. With lighter rails 
under considerable traffic, the diminished life of rails and ties, 
the increased cost of material and labor for maintenance and re- 
newals, and the occasional sums involved in repairs and damage 
suits after wrecks, more than balance the cost of rails of suit- 
able weight which will make a better track. For ordinary freight 
and passenger business on roads with easy curves and grades, the 
weight should be from 70 to 75 pounds; while for extra heavy 
freight-or fast passenger traffic, or on lines with sharp curves, the 
weight should be from 80 pounds upwards, and rails of 80, 85, 
90, 95, and 100 pounds are in service on various roads. 


The division of a rail as shown by a cross-section are the 
“head,” “ web,” and “ base,” or as they are generally termed by 
trackmen, “ ball,” “neck,” and “foot.” In proportioning these 
parts, as much material as possible is concentrated in the head, 
so as to withstand wear; the web is so arranged that with a given 
amount of metal, the depth or vertical stiffness of the girder is 
a maximum, and the thickness, minimum; and the base is made 
as broad as possible so as to provide a good and sufficient bearing 
area and the greatest resistance against lateral deflection. As 
steel is homogeneous, the failure of rails in service is not so 
much by splitting as in iron rails, but by (1) normal wear or 
abrasion of the head, (2) cutting out and bending at the joints 
due to the blow of the wheels, (3) the flow of the metal of the 
head under heavy wheel pressure, and (4) occasionally by 


442 


| Ties 
Untreated Treated 
i 6 12 
| 
9.2 
| 
| 


Railway Maintenance of Way. 


fracture. Modern rails fail more from deformation of section 
at or near the joints than from abrasion proper. 

The weakest part of the track is at the joint. For a joint to be 
perfect, (1) it should be as strong and as elastic as the rail itself, 
and (2) the parts should be simple, readily replaced and perma- 
nently secure. There is no joint which entirely fills these require- 
ments, and to appreciate the difficulty of the problem one needs 
only to watch the pounding of a passing train on what seems to 
be the necessary gap at every joint. The great wear of the rails 
at the joint is caused by the jumping of the wheels over the de- 
flected rail ends. This wear is greater at a point just beyond the 
joint in the direction of the traffic. Investigation and experiment 
have shown that the wheel in spite of the spring and the vertical 
play, has not time to follow the deflection of the rail ends, but 
jumps the depression and strikes the receiving rail a few inches 
from the end, causing the rail to wear or cut out at that point. 

Rail joints may be of two kinds, supported and suspended. 
In the case of the former the tie at that point is made to come 
directly under the ends of the joining rails, while in the latter 
method of joining, the joint falls between two ties. The theory 
of the former is that by resting on a tie a direct substantial bear- 
ing is obtained to resist the blow of the wheels, but the suspended 
joint is perhaps superior on account of the sustaining power 
being derived from two ties instead of one. 

Numerous attempts have been made to fix a standard 
minimum figure for the cost per mile of road for maintenance of 
way and structure, and as many different results with greatly 
varying figures have been obtained. The purpose of these fig- 
ures or standards is to give the prospective bondholders a means 
of judging whether or not the road issuing the bond he intends 
purchasing is properly maintaining its property. If such a figure 
could be established, fixing the minimum charge for maintenance, 
it would be a simple matter, if figures were of any value, to 
examine a railroad report and say that this road is keeping up 
its property, while that particular road is not, and that the bond 
of the former, so far as maintenance of property is concerned, is 
safe to buy while the latter should be let alone. 

In establishing these standards there are four general ele- 
ments to be considered, (1) the amount expended for main- 
tenance of way and structure per mile of road opérated; (2) the 
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density of the traffic, both freight and passenger ; (3) the amount 
of second and additional track and sidings; (4) the climate and 
character of the country through which the road passes. 

The first element of itself is of little or no direct value. It is 
clearly evident that you cannot say that two roads of the same 
length should have expended the same amount per mile of road- 
way for maintenance. One road may be a four-track road while 
the other may be a double tracked one. Surely they cannot be 
expected to have the same charge per mile. Nor can one say that 
the four-tracked road should spend twice as much as the two- 
tracked one, because not twice as much ballast is required, there 
are only two side ditches in each case, superintendence does not 
cost twice as much, and so on. Then again such a comparison is 
of little value, because one road may have many branch lines on 
which the cost of maintenance is low, while another road may 
operate mostly main line track where the charge per mile is 
necessarily high. 

The second element may be used for comparison only in a 
general way. It is possible and proper to conclude that because 
one road’s density of traffic is three times as great as that of 
another, the former’s charge for keeping up the property should 
be greater, but you cannot correctly calculate any definite nu- 
merical relation existing between the two. Then again the pas- 
senger traffic of road number one may be light but first-class and 
regular, and the smooth running of its trains and absence of dust 
may be one of its features; hence the charges for maintenance 
would be unusually high. Road number two may have a heavy 
passenger traffic but it may be heavy only in certain seasons of the 
year, as the seashore traffic in New Jersey in summer. Here the 
cost would be light, as the haul is a short one and it is not entirely 
first class traffic. 

The third consideration is of great importance, but an accurate 
comparison is out of the question. As stated before, the cost of 
maintenance on main track is very high. The expenses on branch 
lines, and yards and sidings, is somewhat less, but figures pub- 
lished in annual reports of our railroads will not give the neces- 
sary detail. The cost on important branch lines may almost equal 
that on the main line, while the expenditures necessary on other 
branches may be little more than that required by yards, which 
is practically nothing. Old ties and rails taken from main line 
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are used for yards, while engine cinders will suffice for bal- 
last. 
The matter of climate and character of the road is also a 
necessary consideration, but it is impossible to say that one or 
another climate or kind of country is twice or three times as hard 
on the roadway as some other. It is well known that ties last 
longer in a cold, moist climate than in a hot, dry one, and also 
that a road running through a section in which it is subject to 
many washouts and destructive storms is liable to have heavy 
charges for maintenance. Rails as well as ties wear out much 
more rapidly on curves. It is also much more expensive to main- 
tain the alignment in curves than on sections of straight track. 
It is perhaps not generally known, but the cutting of a tie by a 
rail is much greater on a grade than on the level if the locomotives 
use sand to aid the driving wheels in taking hold of the track. 
The sand gets between the tie and the rail and grinds and cuts 
away the wood. 

In addition to these general conditions affecting differences 
in maintenance charges there are many specific ones. For 
example, one road may have the timber suitable to its purpose 
located along its line of way. All it needs to do is to cut and 
lay it if the property belongs to the railroad, as it probably would. 
Consider a road which has to purchase its ties. They may come 
from a distance and there must be added to their purchase price 
heavy freight charges. A tie taken from along the line will cost 
about fifty cents, while a purchased tie costs about seventy cents. 

The same is true of rails. A road running through the steel 
section, like the Pennsylvania, other things being equal, would 
have a lower cost of maintenance of rail per mile of single track 
than would some other road which was not so favorably located. 
It is evident that the charges for ballast would be affected in a 
like manner. There are all kinds and conditions of ballast and 
there are as many different costs of maintenance for ballasting. 
Gravel pits can be found along nearly every road’s right of way 
and the cost of maintaining the roadway with gravel would be 
cheap as compared with some material not so near at hand and on 
some other property-holder’s land. For example, gravel in the 
case of one road costs 63 cents per cubic yard placed, including 
labor costs, while broken stone requires an expenditure of $1.25 
per cubic yard. A road ballasting with cinders would report a 
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much lower cost of maintenance than would other roads using 
gravel or stone. A small road located in the eastern part of 
Pennsylvania doing a freight business reports no charges what- 
ever for ballast for the last five years, simply because they have 
been using cinders from their own locomotives. 

Following is a table of actual figures of four roads operating 
under practically the same conditions :— 


Roads A B Cc D 
$44.90 32.04 52.05 44.57 
143.17 104.97 146.89 138.02 
259.98 196.40 187.04 219.15 


These charges for ballasting, rails and ties are the costs per 
mile of single track for a year. It is interesting and surprising 
to note the difference in the costs on the four roads and yet as 
noted above each of these roads is subject to the same influences 
and what is more each is being kept up to the same standard of 
efficiency. An explanation of the table of figures would im- 
mediately cause one to draw the conclusion that B’s property was 
not being kept up to standard requirements, while A was probably 
running above standard. An actual explanation of the property 
of these two roads shows that they are both being kept up to 
the same standard. 

If such be the case what does all this indicate? Briefly, that 
maintenance of way figures of themselves mean nothing. Many 
different elements have been discussed as influencing costs of 
keeping the property up to a proper standard and out of these 
extremely few can be reduced to mathematical accuracy. Instead 
of figures as shown by reports being the dominating element in 
determining proper condition of roadway it seems that they are far 
in the minority and are overshadowed by other influences which 
are of but a general nature and from which only general 
comparisons can be made. 

In addition to these causes there is yet remaining one in- 
fluence which proves the lack of significance of figures more than 
anything yet advanced, and that is the method of determining the 
amount to be spent for maintenance of way and structure. The 
practice of our railroad companies in fixing the charges for 
maintenance is in general as follows:—At the end of certain 
periods the division superintendent makes an inspection of the 
road under his supervision and makes up a statement of what 
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he needs in order to repair his property. In addition to the 
material required he makes an estimate of what it will cost. This 
estimate is presented to the general superintendent, who 
scrutinizes the report and proceeds to determine the amount to 
be expended. 

Each railroad is divided into a number of divisions, each 
division being in itself a road independent of the other divisions 
and “standing on its own bottom,” The general superintendent 
examines the report of earnings of the division estimating for 
maintenance expenses, and on the basis of this report determines 
what the division may spend. If the earnings have been good 
then the division superintendent will probably get the appropria- 
tion, but if they are poor he must cut down on his repairs. It 
may happen that the last showing of his division was an un- 
usually good one. In this case his appropriation will likely be 
more than he asked for and he will spend more than is actually 
necessary to maintain his property. In other words he will have 
his section above standard. The next period may pass and he 
again submits his estimate. If the report of the previous period 
upon which his appropriation is based is a very poor one, the 
amount allotted to him then may, and probably will, be very small. 

Let us consider for a moment the effect in his report of main- 
tenance charges. Suppose the “ period ” be one year, and that the 
maintenance figures for the good period would be followed by a 
considerable shrinkage in the succeeding year. One would im- 
mediately conclude from the figures published that the roadway 
was being allowed to decline during that period, but a physical 
examination of the property would reveal the fact that the road 
was up to standard owing to the expenditures of the year 
previous. 

Perhaps it would be well at this point to show how appropria- 
tions are handled and disposed of. At the beginning of a period 
after an appropriation for that period has been determined, the 
amount allowed for maintenance of way and structure is advanced 
to the particular division for which it was appropriated and is 
charged at headquarters to maintenance and considered as having 
been spent. The division receiving the allotted amount has the 
privilege of spending this appropriation at such time and in such 
_manner as it pleases, provided it accomplishes the-purpose for 
which it was asked. Suppose the period be one month; it may 


447 


« 
| 


The Journal of Accountancy. 


happen that weather conditions were such that very little work 
could be done and only a small proportion of the appropriation 
consumed. The balance remaining in the hands of the division 
would be retained by that division and spent at a more favorable 
time, but the request for an appropriation for the next period 
would still be handed in and granted. However, the books at 
headquarters would represent the actual expenditure of the 
amount allowed for that period. In other words, may be appro- 
priated for a specified period, and spent at any subsequent period 
within the discretion of the division receiving the allotment. 
Therefore an examination of the maintenance figures kept at 
headquarters would indicate that so much had been expended 
for maintenance during the month of January, whereas in reality 
perhaps but one-tenth had been spent in that month while the 
remaining nine-tenths had been expended three, four, or even 
five months later. 

Maintenance of way figures are interesting as comparisons, 
but as a basis for determining the proper amount to be expended 
annually by a road for keeping up the property, and as a means 
of definitely asserting that a railroad company is properly main- 
taining its roadway while some other competitor is not, they are 
of themselves valueless. The mere fact that one road spends 
more per mile of single track than its rival does not of itself 
indicate that it is maintaining a higher standard of roadway. 
Any one of the influences mentioned previously, and most of all, 
the method of determining just what the charges for maintenance 
shall be, would upset any conclusions drawn from figures. If 
this practice of charging off in good years to make up for lean 
ones is practiced on each unit or division of a road it must be the 
method adopted by the entire carrier, so that instead of our rail- 
roads spending what is needed regularly, they are still 
determining what their expenditures should be by what their 
receipts have been. 
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CHAPTER VI. 
PHASES OF THE ASSETS. 
105. The specific values on the asset side of the balance sheet 

are of two classes: 

1. Things. 

2. Rights. 
Or we may say 

1. Things belonging to us. 

2. Debts owing to us. 


Or again, 


1. Possessions. 

2. Expectations. 
We shall see upon examination that these classes imperceptibly 
blend into each other and that every asset may be lookt upon 
either as a “thing” or as a “ right.” 

Possession of a thing is merely the right to use it and 
control it. 

Therefore all our “things” may be lookt upon as merely 
rights of dominion. We look upon our cash as a thing and as 
one of our most concrete assets. Yet the greater part of it is 
usually in bank deposits, which are merely the right to receive 
money on demand or to transfer such right to any one who will 
accept it instead of money. But excluding bank deposits as not 
being money, we may hold bank-notes or greenbacks. These 
are nothing but printed agreements conferring the right to re- 
ceive money, which is seldom called for. Finally, the coin, even 
if of the standard metal, is value in possession. Yet, unless we 
are jewelers, we do not use it. We prize it simply because we 
have the right under the law to satisfy contracts by parting 
with it. 

*Copyright, 1907, by Charles E. Sprague. 
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106. Thus things convert themselves into rights, and the re- 
verse is true: rights are convertible into things. Rights are but 
the future tense of things. Not only this but they are almost 
always secured by things. The personal indebtedness which we 
list in our assets is generally based upon the goods which were 
ours but which we have sold. We feel that they are still in 
existence as morally ours until paid for. We have trusted the 
purchaser for the reason that he owns these and other goods 
which will more than satisfy our claim. Thus all rights rest 
ultimately upon things, either present or expected. 

107. But rights are sometimes materialized into a kind of 
artificial things, especially when they are evidenced by some ma- 
terial thing, such as a written document. A mere debt is seldom 
thought of as a thing in possession, while a note, which is a 
written acknowledgment of the same debt, is lookt upon as some- 
thing valuable in itself, because it can be toucht and handled. 
Especially is this true of bonds, mortgages, etc., formal docu- 
ments, usually transferable, which create the illusion that they 
are actual property, not merely the symbol of a debt. 

On the other hand, things are sometimes personified into 
personal debtors, and the whole system of assets and liabilities is 
converted into a set of debts either receivable or payable. It is 
feigned that the cash account is the account of the cashier; he is 
indebted for all the receipts and credited for. all the payments. 
Similarly the warehouseman is regarded as owing for all the 
merchandise, the land agent for all the real estate; regardless of 
the fact that there is no actual indebtedness, since these cus- 
todians take no title to the things. Neither the shepherd nor his 
dog is in debt for the sheep. 

108. These extremists, who have tried on the one hand to 
convert all assets into things, and on the other hand to reduce all 
things to personal debts, have had long discussions, especially in 
Italy, dividing themselves into the two camps of the materialists 
and the personalists. Apparently it has not occurred to these 
controversialists that in truth some of the assets are of the one 
and some of the other nature, and that many may be lookt at in 
either phase ; furthermore that so long as the nature of the asset 
and its form of account are understood, it is needless to twist it 
into the shape of some other asset. To seek the truth and follow 
the facts is safer than to compress everything into the mould 
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109. Rights always arise from uncompleted contracts. No 
man owes you unless there has been a contract, tacit or exprest, 
oral or written, for him to give you something and for you to 
give him something. If one of you has fulfilled his part of the 
contract, that one has acquired a right and the other has incurred 
an obligation. The contract may be a mere understanding with- 
out words, or it may be duly signed, sealed and witnest. 

110. In another aspect all assets are the embodiment of ser- 
vices previously given; and in still another they are a storage of 
services to be received. Some one must have given labor in order 
to produce any wealth; but if it will not in the future command 
the services of labor, or save the expenditure of labor, or of its 
embodied results, it is worthless and not wealth at all. 

111. Yet the values resulting from these two aspects are only 
approximately equal. On the one hand, the services which were 
given may have been sold for more or less than a just price as 
settled by competition ; consequently the assets received for the 
services may be less or more than the future services receivable. 
The whole economic struggle (reducing everything to terms of 
service) is to sell one’s own services high and buy the services 
of others cheap. On the other hand, a disservice (to use Prof. 
Fisher’s word) may have occurred thru various causes, so that 
the services once anticipated appear impossible of entire realiza- 
tion. It must be observed that the aspect of assets as the present 
worth of future services is entirely based upon opinion, while the 
aspect which regards them as the resultant of services given is 
based upon facts. 

112. Capital is defined by economists as that portion of wealth 
which is set aside for the production of additional wealth. In 
the balance sheet of a business concern, frequently, all the assets 
are capital, being employed as tools for its operations. There 
may be other assets, called investments, where the actual hand- 
ling of the tools is turned over to some one else and the value 
receivable for the services is returned in cash or other assets. 
This is exemplified in the ownership, by corporations of the 
shares or bonds of other corporations. The physical assets 
underlying these securities are used as tools by the corporation 
issuing them, rather than by the one owning them. Yet in a 
remoter sense such vicarious assets may be considered as capital; 
for example, their possession may be a safeguard against some 
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contingency or a reserve of strength. Hence it is easy to accept 
the view of Prof. Irvin Fisher, that all assets are capital.* 

113. To summarize this chapter, the assets comprising the 
debit side of a balance sheet may be considered in one or more 
of the following ways: 

(1) As things possest, directly or indirectly, or physical 
assets. 

(2) As rights over things and persons, for use, for services, 
or for exchange. 

(3) As incomplete contracts, whereof our part has been per- 
formed in whole or in part; or contractual assets ; 

(4) As the result of services previously given, or cost; 

(5) As the present worth of expected services to be received ; 

(6) As capital for the conduct of business operations; or 

(7) As investment in the hands of another who uses it as 
capital. 

114. The special case in which certain assets are devoted to 
the payment of certain liabilities will be treated under liabilities 
in the next chapter. 


CHAPTER VII. 
PHASES OF LIABILITIES. 


115. As we pass from the asset side of the balance sheet we 
seem to leave the actual and concern ourselves with the ideal, 
the objectiv gives place to the subjectiv. While the asset side 
contains concrete actualities, the other side deals with the distri- 
bution of these actualities among those who have the title to them 
and those who hold claims against them, the liabilities. 

116. In algebraic language we may say that liabilities are 
negativ assets and that proprietorship is measured by the alge- 
braic sum of all the assets positiv and negativ. 

Another way of expressing this phase is that the liabilities are 
postponed decreases of the assets; a future diminution having 
the same effect on the net proprietorship as a present diminution. 

117. The liabilities may to some extent be lookt upon in 
aspects corresponding to those stated for the assets, altho they 
never represent concrete property. ; 

*in the ‘summation of capital,” Professor Fisher pets = by cancellation, the se- 


¢curities of one concern held by another, as the furnish to both; which 
approximates to the distinction in the text. aaa — 
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As rights, they are the rights of others against us and our 
property, just as the assets are our right against others. 

» Considered as uncompleted contracts, they are those in which 
our part of the contract is the part unfulfilled. 

As capital, they represent that portion of the total capital 
which has been furnisht by others, or loan-capital. 

118. Ordinarily there is no designation of certain assets as 
destined to meet certain liabilities, but any or all of the assets 
may, upon default, be expropriated to a sufficient extent to pay 
any liability. The word assets, meaning enough or sufficient, 
suggests this view of their nature from the point of view of the 
creditor. There are cases, however, where definit assets are 
paired off against definit liabilities, in such a way that these par- 
ticular assets cannot be parted with unless the liability (which is 
said to be secured) has first been paid. A familiar example is the 
mortgage on real estate. The title is in the owner; the real estate 
stands in his balance sheet as an asset; he has full dominion 
over it; he can collect the rent from it and can even sell the prop- 
erty subject to the paramount rights, or lien, of the mortgage. 
The status of the property would be as follows, for example: 


Value of Real Estate $10,000 


$10,000 


The true proprietorship in the real estate is the “ equity ” in 
the above balance sheet, and this is all that the owner can really 
sell. Hence, instead of calling the entire $10,000 an asset and 
the $6,000 a liability he sometimes prefers to eliminate the 
liability and treat the equity as a net asset. 


“Val in real Estate. 
000, Mortgage 


The word equity in the balance sheet is taken in the pro- 
prietary sense ; here, in the sense of an asset. 

119. Similarly, other assets are pledged to the satisfaction of 
liabilities and usually some steps are taken to prevent the owner 
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from alienating the asset to the detriment of the pledgee. The 
United States Government takes from national banks their bonds 
as security for the redemption of circulating notes guaranteed 
by the Government. 


LIABILITIES. 


The ordinary loan on collateral is another example of an asset 
paired against a liability. 

120. While there is this correlation between assets and lia- 
bilities taken in pairs, there is seldom exact identity of value. 
The asset is always taken, or intended to be taken, larger than the 
liability, for prudential reasons; so that there is a residue above 
the liability such as the equity in the mortgaged property or the 
margin in the loan on collateral. 

121. Many seeming liabilities are more properly defined as 
deductions from certain correlated assets; of this we shall speak 
more fully under the head of offsets. 

122. While assets may shrink in value, that shrinkage affects 
the proprietorship, never the liabilities, which must be regarded 
as rigid and inelastic. 


CHAPTER VIII. 
PROPRIETORSHIP. 

123. The proprietorship may, like the liabilities, be viewed in 
the same phases as the assets, all excepting that of “ things.” 
Where there are any liabilities, no list of things can be drawn up 
which represent the proprietorship because the liabilities may be 
canceled by disposing of whatever assets are chosen for dis- 
posal by the proprietor. But if there are no liabilities whatever, 
the sum of the assets is the total proprietorship. Let us agree 
in the balance sheet at Figure 18, that the mortgage shall be 
stricken out and the value of the equity alone be carried as an 
asset. There being then no liabilities, the proprietorship is simply 
the sum of the assets and the balance sheet needs but one side. 
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The last line is proprietorship; it is capital in both senses, the 
bookkeeping sense and the economic sense. 

124. As “ rights,” however, the proprietorship may be viewed. 
The assets being regarded as composed of rights against others 
and the liabilities as others’ rights against us, the excess of rights 
in our favor is the proprietorship. 

-125. Thus the right-hand side of the balance sheet is entirely 
composed of claims against or rights over the left-hand side. 
“Ts it not then true,” it will be askt, “that the right-hand side is 
entirely composed of liabilities?” The answer to this is that the 
rights of others, or the liabilities, differ materially from the 
rights of the proprietor, in the following respects. 

(1) The rights of the proprietor involve dominion over 
the assets and power to use them as he pleases even to 
alienating them ; while the creditor cannot interfere with him 
or them except in extraordinary circumstances. 

(2) The right of the creditor is limited to a definit sum 
which does not shrink when the assets shrink, while that of 
the proprietor is of an elastic value. 

(3) Losses, expenses and shrinkage fall upon the pro- 
prietor alone, and profits, revenue and increase of value 
benefit him alone, not his creditors. 

For these reasons the proprietary interest cannot be treated 
like the liabilities and the two branches of the right-hand side of 
the balance sheet require distinctiv treatment. 

126. Considered as the effect of service, the proprietorship 
is the expression of how much more service has been given than 
received. Considered as the embodiment of future service it 
represents the net value of the service which the proprietor has a — 
right to expect without giving any further service of his own. 

127. Considering all the assets as capital, the proprietorship 
is that portion (in value) of the capital, which the proprietor 
furnishes as distinguisht from the portion which he induces 
others to place in his hands for utilization, or the liabilities. 


455 


Merchandise 22,166.73 
Equity in Real Estate....................000ees 6,000.00 
Capita] 
| 


The Journal of Accountancy. 


128. Before collecting the various phases of the assets, lia- 
bilities and proprietorship into a systematic whole, it may be well 
to mention two somewhat fictitious methods of presentation, each 
introducing an intermediary element which disappears by 
cancellation. 

129. In the cash theory, every transaction is supposed to pass 
thru the phase of cash. There is no direct exchange of any asset 
for another asset, but it is assumed that cash is received for the 
former and at once paid for the latter. Thus a sale of mer- 
chandise on credit is represented as a sale for cash accompanied 
by a loan of the cash to the purchaser. 


Purchaser/Mdse 
becomes 
Cash/Mdse 
Purchaser/Cash. 


130. A very large number of the transactions are genuinely 
cash, and it is evident that the others may be separated into two 
each, one involving a receipt of cash and the other an expendi- 
ture. Without at present dwelling on this, we may conclude that 
any asset, except cash itself, may be considered to have cost 
money, and that any liability or proprietorship may be considered 
as having procured money or as being sources of money. The 
debit side of the balance sheet is transformed into a statement 
of cash paid, and the credit side into a statement of cash received 
—a reversed cash statement. 

131. Taking the figures of Figure 23 we thus transform them 
into the following: 


FicureE 26. 
BALANCE SHEET OF JONES & SMITH. 


PRoceEDs or CasH Pain. Sources or Casn RECEIVED. 


For Merchandise $39,249.38 From a Jones..... $47,645.62 


x Bills Receivable. .. 7,000.00 illiam Smith.. 23,822.81 
Personal Debtors.. 24,095.32 “Bills Payable.... ,000.00 
“Real Estate Credit- 


8,589.08 
4,000.00 


$83,933.78 $88,933.78 


4 
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Jones and Smith are supposed to have paid in to the firm’s 
treasury the sums which each was worth, and the firm to have 
also borrowed the sums of $8,000, $5,465.35 and $4,000, as stated. 
The firm then bought with the cash thus acquired the assets of 
each partner, which restored to each enough to replace in his 
private treasury the cash he had contributed and also to pay the 
individual debts, which are now replaced by the firm’s indebted- 
ness. There also remains unexpended a cash balance of 


$8,589.08. 
132. The application of the cash theory to the corporate 
balance sheet (Figure 24) may serve to explain several things: 


FIGURE 27. 
JONES MERCANTILE COMPANY. 


Capital and Liabilities. Assets. 


[Cash paid for] 
$39,249.38 


[Cash received from] 


| 
| 
| 


4,000.00 | 


$88,933.78 | $88,933.78 


The facts for which this offers a plausible explanation are 
the following: 

(1) That the English accountants usually place the assets 
(cash paid) on the right-hand side and vice versa; this being the 
natural form of a cash statement. 

(2) That, as remarkt in Chapter IV, the proprietary ac- 
counts usually come before the liabilities; companies being 
formed by first paying in cash for shares, in form at least. Often 
this is effected by the giving of checks which offset each other or — 
are endorsed back, but the form is generally observed. 

(3) That the cash stands last in the list of assets, it being 
regarded as a balance unexpended. 

133. The other theory adopts as its intermediary a supposed 
entity “ The Business.” All assets are regarded as “ owing” to 
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The Business and The Business is regarded as owing all the 
“ liabilities ” in which are included the proprietary claims. This 
is a favorit theory in this country, and it has this merit that it 
recognizes that the proprietor or proprietors may have many 
other investments and do not in the accounts presented reveal 
anything more than their worth as to The Business. But I can- 
not see that it justifies the inclusion of proprietorship among the 
liabilities. Surely The Business does not stand in the same re- 
lation to its proprietors or its capitalists as to its “ other” lia- 
bilities. It would seem more appropriate to say that it is “ owned 
by” than “ owes ” the proprietors. 

134. On the preceding page are shown the phases, which the 
three parts of the balance sheet assume from different standpoints. 


CHAPTER IX. 
OFFSETS AND ADJUNCTS. 


135. It is sometimes desirable for some special reason to 
separate the account of an asset, of a liability or of a proprietor 
into two accounts, usually in order to present two different 
valuations. We shall call the supplementary account an offset 
or an adjunct to the principal account according as it is intended 
to be subtracted from or added to the principal account. 


136. As an instance of an asset take a set of machinery which 
cost a year ago $130,000. It is estimated that this machinery 
will be worthless in a few years, that is, that in those years its 
value will pass from $130,000 to o. It is also estimated that the 
first year of use will depreciate the machinery to the extent of 
20 per cent. or $26,000. If it is desired to keep a record of the 
original cost, $130,000 and at the same time of the present 
worth, $104,000, it may be done by using two accounts on opposit 
sides of the ledger. 


Machinery at cost, $130,000 ‘ 


Depreciation, $26,000 


This depreciation is not a liability, altho it is frequently listed 
among the liabilities, but an offset to the asset. In a correctly 
constructed balance sheet it would not appear except indirectly 
in this form: 


$130,000 
26,000 $104,000 
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137. In Chapter VI there was a discussion of the relation be- 
tween a piece of real estate and the mortgage upon it. Two 
forms of stating the accounts were presented: 


(a) Real Estate $10,000 | Mortgage 
(b) Equity in Real Estate 
Value $10,000, Mortgage 


In case (b) the $4,000 is eliminated as being merely an offset ; 
while in (a) it is treated as a liability. 

138. It may be noted here that it is not quite a matter of in- 
difference which of these forms is used, but that the facts may be 
different. If the owner bought this property subject to the 
mortgage, so that he cannot be held for a deficiency-judgment, 
then it is quite appropriate to treat the mortgage as an offset and 
the equity only as the true asset. If, however, he gave his note 
or bond for the $4,000 it would be more correct to keep the 
mortgage standing by itself as an actual liability. 

139. While offset accounts are kept in their current state for 
convenience, it is proper that at the date of the balance sheet they 
should be eliminated by subtraction from the opposit side. 
Adjuncts, being already on their proper side, do not give the 
same trouble, whether they are left in the main column or added 
in the margin. 

140. As an adjunct to an asset, take the case of a bond pur- 
chased at a premium, the par value being $75,000 and the 
premium paid being $6,131.79. It is desired to exhibit both the 
par value and the total cost $81,131.79. For this purpose two 
accounts may be carried and in the balance sheet they may both 
be exhibited or their sum: 

$75,000.00 
6,131.79 
81,131.79 

141. As an offset to a liability we may take the case of a note 
(Bill Payable) for $6,666.67 which has just been discounted at 3 
months at 5 per cent. per annum. It is desired to keep an open 
account of the face of the note (the sum which must be paid 
three months hence), and also of the actual proceeds. This is 
done by means of a Discount account, an offset to Bills Payable. 
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The actual proceeds are $5,833.34, and this is all that at the 
beginning of the three months is owing; as the three months 
pass the liability rises till it reaches $6,666.67 at maturity. The 
accounts at first represent the condition thus: 


Discount, $833.33 Bills Payable, $6,666.67 


Many bookkeepers consider the discount as lost or “ dis- 
served” at once, not gradually. Scientifically, at least in theory, 
it should be assumed that the liability is at first $5,833.34 and 
gradually rises, thru the accretion of adverse interest, to 
$6,666.67, which latter sum is composed of $5,833.34 borrowed 
+ $833.33 interest at 5.0625 per cent. 

142. The balance-sheet in Figure 24 gives an example of an 
adjunct to a proprietary account. The true capital-balance is 
$71,468.43, but it is divided into the two parts, $60,000 the par 
value of the shares and $11,468.43 the surplus. 

143. On the other hand let us suppose that the nominal capita! 
had been fixt at $75,000 which would really have been nearer 
the truth than $60,000. The $3,531.57 by which the capitaliza- 
tion exceeds the true value would then be an offset against the 


$75,000 and two accounts would have to be carried. 
Deficiency, $3,531.57 Capital Stock, $75,000.00 


144. This is theoretically correct but in practice you will 
seldom see such a frank confession of impaired capital. Almost 
universally the assets are hoisted to meet the exigency, or the 
deficiency is represented as an asset. This receives some euphe- 
mistic title such as Good Will, Franchises, Patents. This may 
not be with any fraudulent intent, but from a feeling that the 
latent personal assets, spoken of in Articles 84 and ror as “ non- 
ledger ” assets, make the concern worth at least par as a revenue 
producer. There is ‘ natural reluctance to admit the fact of 


over-capitalization or ‘ 
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*Jurisdiction of the Accounting Officers of the 
Treasury. 

By Water W. Warwick, LL. M., 

Chief Law Clerk in the Office of the Comptroller of the Treasury. 


Those officers in the Department of the Treasury whose duty 
it is by law to receive and examine the public accounts and to 
certify the balances arising thereon are known as the accounting 
officers of the Treasury. They include the six auditors and the 
Comptroller of the Treasury. The Auditor for the Treasury 
Department, the Auditor for the War Department, the Auditor 
for the Interior Department, the Auditor for the Navy Depart- 
ment and the Auditor for the Post Office Department have juris- 
diction over the accounts relating to the Executive Departments 
indicated by their titles. The Auditor for the State and other De- 
partments has jurisdiction over the accounts of the Departments 
of State, Justice, Agriculture, Commerce and Labor, and all ac- 
counts not within the jurisdiction of any of the other auditors, 
but the volume of work in his office is not as large as‘might be 
inferred from the fact that he settles the accounts of so many 
Departments. 

The Comptroller revises accounts only when an application, 
filed within a year from the date of the Auditor’s settlement, is 
made by the person whose account has been settled, or by the 
head of the Department concerned, or the account may be revised 
by the Comptroller within the year without application by any one. 

A brief review of the former laws concerning the accounting 
officers is necessary to an understanding of the jurisdiction they 
to-day exercise. 

In the original act creating the Department of the Treasury 
(Act of Sept. 2, 1789, 1 Stat., 65), an auditor and a comptroller 
were provided for, the former to receive and state accounts and 
the latter to render his decision thereon. A Register of the 
Treasury was to file and preserve accounts, etc. Warrants were 

*From an address before the Association of American Government Accountants. 
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to be issued by the Secretary of the Treasury and countersigned 
by the Comptroller when warranted by law. This system as de- 
vised by the First Congress was admirably adapted to the needs 
of the public service. Every demand against the Government 
was examined by the Auditor and certified by the Comptroller. 
But the necessities of the service very soon required advances to 
officers in order that public debts might be promptly settled. 
Here came upon the scene the original disbursing officer whose 
descendants are so numerous. A writer has said of them, “ Their 
origin was illegitimate, their growth rapid and irregular, their 
fees enormous, their services indispensable.” Officers called 
“ accountants ” were authorized by law for the War and Navy 
Departments. They settled bills against these Departments, and 
although their accounts were settled at the Treasury they were 
virtually independent, 

Those having public moneys in their hands, either as advances 
from the Treasury or received as collectors of revenues, were 
slow to render their accounts, for they did not care to have them 
overhauled at the Treasury. Several statutes were passed con- 
cerning notices to be served on them by the United States mar- 
shals, suits to be brought with penalties. Finally in 1820 (Act of 
May 15, 1820, 3 Stat., 592), the Comptroller was given authority 
to cause warrants of distraint to issue. If the delinquent officer 
had not sufficient property he was thrown into prison. (See Ex 
parte Randolph, 2 Brock., 447.) In 1823 when the balances 
against disbursing officers became very troublesome, and the ac- 
counting officers felt called upon to disallow all claims for credit 
not supported by proper vouchers, Congress passed an act 
(March 1, 1823, 3 Stat., 770), as to advances made before July 
I, 1815, requiring credits to be given on the best evidence of 
which the nature of the case admitted and such as would be 
received in courts of justice. 

By the act of 1817 (March 3, 1817, 3 Stat., 366) a second 
comptroller and four additional auditors were provided for. An 
effort was made to assign the business of a Department to one 
auditor. This was not fully accomplished, however, until the act 
of 1894 was passed. This act of 1817 abolished the accountants 
in the War and Navy Departments and restored all accounting 
to the Treasury. The creation of a second comptroller was a 
mistake not corrected until 1894. 
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In 1849 a Commissioner of Customs, with the same duties as 
a comptroller, was appointed to relieve the First Comptroller of 
the revision of customs accounts stated by the First Auditor. 

In 1836 the Sixth Auditor was created to audit postal ac- 
counts. As we have seen, the balances he certified were final 
unless an appeal was taken to the First Comptroller. 

The Commissioner of the General Land Office acted as an 
auditor in stating land accounts and certifying them to the First 
Comptroller, 

After 1849 there were therefore six auditors in the Treasury 
as well as the Commissioner of the General Land Office in the 
Interior Department, all stating accounts. The First Comp- 
troller, Second Comptroller, and the Commissioner of Customs, 
all in the Treasury, revised the accounts and certified balances. 

This system continued until the act of 1894 made the certifi- 
cates of balances issued by the six auditors conclusive unless re- 
vised by the Comptroller. The Commissioner of the General 
Land Office is no longer an auditor to state accounts. 

There would be no profit in a discussion of the relative merits 
of the system inaugurated by the act of 1894 and that which was 
then superseded. 

What is the present jurisdiction of the accounting officers? 
Auditors are to “ receive and examine” accounts and to certify 
balances. These balances are to be conclusive on the executive 
branch of the Government. If the Comptroller revises any 
account, his decision is conclusive in the same manner. 

Under the law from 1789 to 1868 the effect of a comptroller’s 
certificate was the subject of continuous controversy. Many 
opinions were rendered by the Attorneys General, who contended 
that the heads of Departments could alter the balances certified 
by the comptrollers. This contention was vigorously resisted by 
the comptrollers. An able opinion on the subject by Hiland Hall, 
Second Comptroller, is found in 1 Lawrence, First Comp. 
Dec., 509. 

This controversy was settled by the act of 1868, incorporated 
into section 191 of the Revised Statutes. This latter section was 
repealed by, and its substantial provisions re-enacted in, the act 
of 1894. Since 1868 there has been a recognition of the fact that 
no executive officer can lawfully control the accounting officers 
in the duty assigned to them. When they examine an account 
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they are no more subject to the directions of the Secretary of the 
Treasury than they are to the orders of any other head of a De- 
partment. It is to be noticed that the Secretary of the Treasury 
has no part in accounting, nor is he charged with the scrutiny 
of expenditures to any greater extent than other heads of 
Departments. 

No one will seriously contend that the accounting officers are 
subject to any direction in certifying balances except as such 
directions are given by law. They must, therefore, settle the ac- 
counts according to the law and the facts. As to what the law is 
and means they are the judges. As to the facts they must weigh 
the evidence and decide. There are, of course, many laws which 
conclude the accounting officers as to the facts. For example: 
sections 48 and 846 of the Revised Statutes, and laws relating 
to the contingent funds of both houses of Congress. As a rule 
all accounts of the legislative branch of the Government are ac- 
companied by certificates which are declared by law to be con- 
clusive upon all Departments and officers of the Government. 
This prevents any inquiry as to the law or facts by the accounting 
officers. 

There are other laws relating to expenditures in the Executive 
Departments which impose a duty upon the heads of such Depart- 
ments, and the manner of performing that duty and the deter- 
mination of the means to be employed are within the discretion 
of those officers. Well-recognized rules of the accounting offi- 
cers discriminate between the exercise of discretionary powers 
by the heads of Departments and the attempt of such officers to 
certify conclusions of fact when the facts must be found by 
the accounting officers themselves. 

That the certificate of an auditor or comptroller is not con- 
clusive on the Government is well known. It is by law made 
conclusive on the executive branch of the Government, but as 
Mr. Justice Swayne, speaking of the accounting officers, said in 
United States v. Chorpenning (94 U. S., 397, 399): 

The idea that the government is finally concluded by the results at 


which they may arrive would be regarded as a novelty within and without 
the several departments. 


Time will not permit a discussion of the jurisdiction of the 
accounting officers to reopen accounts settled by themselves or 
their predecessors. That is a question that has been discussed 
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since an early day. The literature is plentiful. I refer you to 
certain decisions of the present Comptroller of the Treasury as 
containing what is now believed by the Comptroller to be the 
correct rule. (See 4 Comp. Dec., 303, and 11 id., 459.) I also 
call attention to a syllabus in the case of Allen v. United States 
(40 C. Cls., 172): 


The accounting officers should not rescind an allowance that has been 
made to an officer and pursue him to recover back the money where the 
transaction remains closed, but if he comes into court and seeks to reopen 
it, it is their duty to see that improper allowances theretofore made be 


deducted. 

In 1845 Congress prohibited the reopening of any account 
adjusted by the accounting officers unless authorized by law. 
The act was, however, repealed the next year. 

It has been suggested that this question of the jurisdiction of 
the accounting officers ought to be settled by decisions of the 
courts. But how will the courts acquire jurisdiction to decide 
upon the question? If the Treasury disallows a claim or refuses 
a credit to a disbursing officer and a suit is brought in the Court 
of Claims the case is before the court upon its merits, and not 
upon any question of what the accounting officer did or omitted 
to do. It is true the Court of Claims has on at least one occasion 
used vigorous language to express its opinion of what the Comp- 
troller ought to have done in a particular case. Comptroller 
Lawrence as vigorously asserted that the Court’s remarks were 
dicta and that he was not controlled by the Court’s views as to 
his duties. (See 6 Lawrence, First Comp. Dec., 243.) At any 
rate that Court certainly has no jurisdiction to compel the Comp- 
troller to take any action. This without reference to his recog- 
nized duty to follow the principles announced by the Supreme 
Court and in some cases by the Court of Claims. The jurisdic- 
tion of the Court of Claims, and of the Circuit and District courts 
of the United States, and the appellate jurisdiction of the higher 
courts, to entertain suits against the United States and render 
judgment, is an interesting subject concerning which I hope to 
hear discussion in this Association. The Government cannot be 
sued without its consent, but that consent has been freely given 
in the acts of 1863 and 1887. A number of classes of claims are 
not, however, within the consent given and the courts have a six- 
year statute of limitations. There is no general statute limiting 
the accounting officers. One of six years was passed in 1845 
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(Act of March 3, 1845, 5 Stat. 764), but it was repealed the next: 
year. (Act of August 10, 1846, 9 Stat., 97.) 

Since the passage of the act of March 29, 1894, (28 Stat., 47), 
property accounts have been exclusively within the jurisdiction 
of the administrative officers, and the accounting officers do not 
receive and examine such accounts. 

Government accounting is, and must continue to be, different’ 
from commercial accounting. In private business an auditor 
may be required by his corporation to look to the questions of 
economy and necessity of expenditures and to be a check upon 
the various departments authorizing the creation of liabilities. 
He also audits claims in advance of payment, while the Govern- 
ment auditor frequently audits them after payment. In the Gov- 
ernment service the accounting officers of the Treasury have no 
power to restrain the discretion of heads of Departments or others 
charged with the making of contracts, nor have they the duty 
of correcting the mistakes that sometimes lead to the wasting of 
public money. When an auditor or comptroller is asked why he 
allows an expenditure that seems to be extravagant, or to produce 
a very inadequate return to the Government, he makes answer 
that no law has been violated and the responsibility rests with 
the administrative officer. Such an answer is a complete defense 
of his action. The administrative examination of accounts of 
disbursing officers is intended as a means by which the officials 
charged with authorizing expenditures may enforce economy and 
prevent wasteful practices. They may discipline their purchasing 
agents or other subordinates and prevent improper practices in 
the future. This jurisdiction is not given to the accounting 
officers of the Treasury, whose audit of accounts serves another 
purpose. 

But if an administrative officer approves an item in excess of a 
limit fixed by law it is without a question disallowed by the ac- 
counting officer. It is a recognition of this fact—that the ac- 
counting officers have no discretionary or equitable powers—that 
causes Congress to place more and more detailed restrictions in 
the laws. When so placed, if the restrictions are overlooked by 
administrative officers, it is the duty of the accounting officers to: 
enforce them. So it is entirely correct to say that Government 
accounting is a matter of law, and I may add of much law. The 
restrictions are scattered through many volumes—hidden in the 
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midst of large appropriation acts and in obscure places. At 
one time the courts announced that it was unusual to find per- 
manent legislation in appropriation acts. Now it may be said that 
it is unusual to find it anywhere else—at least the legislation that 
concerns expenditures. A re-enactment of section 3732 of the 
Revised Statutes, with a material amendment and without naming 
the section, is attached as a proviso to the current appropriation 
for the Medical and Hospital Department of the Army. (Act 
of June 12, 1906, 34 Stat., 255.) The index to the statutes does 
not show that the section is amended, for nothing in the proviso 
indicates that such was its purpose. 

An important duty of the Comptroller under the act of 1894 
is to render advance decisions, binding upon the Auditor and 
himself, concerning questions of payment when submitted by 
disbursing officers and the heads of Departments. Such de- 
cisions had been rendered before 1894 and the Comptrollers felt 
themselves bound by them, but the statute now gives specific 
authority and binding force to such decisions. Under a decision 
so obtained a disbursing officer is protected and a head of De- 
partment is justified in creating a liability involving a future 
payment. This positive statute authorizes and requires the Comp- 
troller to decide. He does not render an opinion, although it is 
customary to give reasons for his decisions, but the conclusion is 
a decision. In this respect his decision differs from opinions of 
law officers of the Government, their opinions being advisory and 
for the information and enlightenment of those officers asking for 
them. No law authorizes or requires the accounting officers to 
obtain or be bound by the opinions of law officers. The account- 
ing officers are required to construe the law, and are as much 
responsible for their faithfulness in this as in deciding upon the 
facts. 

With all its imperfections the accounting system of the United 
States is well suited to a Government, all of whose officers have 
limited powers and prescribed duties. Any accounting is merely 
a necessary evil in the opinion of those who would like to escape 
its restrictions. In studying the system as it is, and in advocating 
needed improvements, this Association should be felt as a strong 
unofficial helper. I feel confident that our work together will be 
a benefit to ourselves and to the Government which it is an honor 
to serve. 
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EDITORIAL. 
The Education of English and American Accountants. 


In the March number of THE JouRNAL, we contrasted the 
methods of accounting practice in vogue in England and the 
United States and discovered that President Sells spoke within 
bounds when he asserted that the English accountant might in 
matters of practice learn much from his American brother. We 
now wish to call attention to another phase of the subject. Mr. 
Sells, while claiming some superiority for the American prac- 
titioner, admitted that accountancy as a profession stood upon a 
higher educational and ethical plane in England than in the United 
States. Is this statement wholly true? In regard to one part of it 
we are not inclined to raise any question. The subject of compara- 
tive morality is altogether too hazy to admit of debate. It is diffi- 
cult to prove’ that one man’s rules of conduct are nearer the ideal 
than another’s, It is commonly taken for granted that a com- 
munity’s ethical standards improve with age, and that the stand- 
ards prevailing in an old country are superior to those in a young 
country. So we have no doubt that the profession of accountancy 
in England, as a result of its years of experience, has evolved a 
more admirable code of behavior than is now recognized in the 


469 


The Journal of Accountancy. 


United States. But is the English accountant necessarily a better 
trained man than the American? Has the Englishman a superior 
education? That topic demands discussion, for education is a 
subject in which prominent and patriotic accountants in this 
country are at the present time most specially interested. 

We fear it must be admitted that in general culture and equip- 
ment the practicing American accountant is at present not quite 
up to the English standard. We doubt if the average American 
accountant is as well-read as the Englishman, and we are pretty 
certain that the American can not write so good a letter, and that 
he is less at home in the higher mathematics. The average Ameri- 
can practitioner of this generation is a man who had no thought 
in his youth of becoming an accountant. He took up the work 
because circumstances proved that he had a natural aptitude for it. 
What he knows of accountancy he has learned in the hard school 
of experience, and by the study of books written by English 
accountants. These statements, of course, are not true of all 
American accountants, but they are true of the great majority. 
Some of them are graduates of high schools or academies, and 
have a general education—so far as that can be got from schools— 
quite as thorough as that which is possessed by the English ac- 
countant. But many of them, if not most of them, went into busi- 
ness direct from the public or so-called “ grammar schools,” and 
have got their higher as well as their professional education by 
home and office study without the aid of teachers. In England, 
on the other hand, the Chartered Accountant is a man who has 
served a prescribed apprenticeship and completed a definite course 
of study. He chose his profession in his youth, and his school 
education and subsequent study under professional instructors 
were all designed to fit him for intelligent work as an accountant. 
It must be admitted, therefore, that the present generation of Eng- 
lish accountants in point of education is superior to the present 
generation of American accountants. 

We must reach a different conclusion, however, if we consider 
the educational requirements governing the young men who are 
now entering the profession. During the last ten years the prac- 
ticing accountants of this country, keenly aware of the defects of 
their own education, have initiated an educational policy which 
promises to put the profession within a few years on a higher 
intellectual plane than has yet been attained in England. For 
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example, a young man who wishes to become a certified public 
accountant in the State of New York—and in some other 
states—must pass examinations quite as broad in scope and 
difficult in character as those which are exacted of the articled 
clerk who desires to become an English chartered accountant. 
For example, in the State of New York the candidate for a certifi- 
cate, before he is permitted to take the C. P. A. examinations, 
must have a general education equivalent to that given by a four- 
year high school course. If he is not able to give evidence that he 
possesses this education, he must pass state examinations in high 
school subjects, and thus obtain the necessary “ counts ” or credits. 
The C. P. A. examinations for which he is then eligible embrace 
Theory of Accounts, Practical Accounting, Auditing and Com- 
mercial Law. Even after he has passed these examinations suc- 
cessfully, he is not given the certificate unless he has served three 
years in the office of a practicing public accountant. 

It does not appear that the young Englishman in order to 
become a Chartered Accountant has before him an educational 
task any more difficult than that which confronts the young 
American. The English youth must first become an articled clerk 
with a practicing chartered accountant, and can not be accepted as 
such unless he first passes a “ preliminary examination” in Eng- 
lish composition, arithmetic, elementary algebra, history of Eng- 
land, geography, elementary Latin, and two other subjects selected 
from the languages, mathematics and the natural sciences. After 
two and a half years of service as an articled clerk, during which 
period he is supposed to be studying the rudiments of his pro- 
fession under the tutelage of his employers, he is permitted to try 
what is called the intermediate examination, which covers the 
following subjects: 

1. Bookkeeping and Accounts (Including Partnership Accounts). 

2. Bookkeeping and Accounts (Including Executorship Accounts). 
3. Auditing. ; 
4. The Rights and Duties of Liquidators, Trustees and Receivers. 

At the end of his five-year service as articled clerk, if he has 
been successful in the preliminary and intermediate examinations, 
he is permitted to go up for the final examination, which covers 
the following subjects: 

1. Bookkeeping and Accounts (Including Partnership Accounts). 


2. Bookkeeping and Accounts (Including Executorship Accounts). 
3. Auditing. 
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4. The Rights and Duties of Liquidators, Trustees and Receivers. 

5. The Principles of the Law of Bankruptcy and of the Law Relating 
to Joint Stock Companies. 

6. The Principles of Mercantile Law and of the Law of Arbitrations 
and Awards. 

It is evident that the intermediate and final examinations cover 
practically the same subjects embraced in the C. P. A. examina- 
tions in the State of New York. It is quite possible that the 
English candidates know more law than the American candidates 
in some of our states, but it is very doubtful if he has so broad a 
knowledge of the law as is to be required hereafter of candidates 
in the State of Pennsylvania. Indeed, the tendency has been 
during recent years greatly to stiffen the examinations in law in 
New York and other states. As for the examinations in technical 
accounting, there is probably no difference worth speaking of ; the 
American and English papers doubtless cover the same subjects 
and are equally difficult. 

Having reference, therefore, to existing standards, it can not 
be truthfully said that the English accountant has a better educa- 
tion than the American. Indeed, the American high school prob- 
ably gives our young men a broader and more valuable training 
than English youths are able to get from corresponding schools 
in Great Britain. Leaving this out of account, we find only one 
feature of the English system which is lacking here, namely, the 
articled clerkship, which requires of the candidate five years’ ser- 
vice in the office of a chartered accountant. In the State of New 
York, and in several other states having C. P. A. laws, candi- 
dates are required to give only three years to such service. This 
service is considered necessary, not as an educational requirement, 
but as a guaranty that every certified public accountant has had 
actual experience in business and is not merely crammed with 
theoretical knowledge gained from books and teachers. It is 
perhaps, unfortunate that the young accountant in this country 
gets no systematic personal instruction from his employer, but we 
doubt very much if he is in this respect much worse off than his 
English contemporary. Furthermore, in this country, University 
schools of accounts have been established within recent years, 
and some of them are giving much more thorough instruction in 
accounting and commercial law than could possibly be given to an 
articled clerk by any single firm of chartered accountants. The 
apprenticeship system has never been popular in America, and 
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probably never will be. Our young men get their general and 
professional training in day and evening schools. Their experi- 
ence they get in offices and they receive salaries while they are 
getting it. This is the American plan, and we are inclined to 
think that its educational value is quite as great as that of the 
apprenticeship plan which obtains in Great Britain. 

While the young American accountant is to-day beginning his 
career with an education equal to that of the young English ac- 
countant, the same equality can not be predicated when we com- 
pare Scotch and American requirements. A Scottish chartered 
accountant, in addition to examinations in all the subjects re- 
quired in England, must also pass examinations in Actuarial 
Science and Political Economy. Scotland, therefore, must now 
be ranked as the pace-maker in the education of accountants. Let 
us hope that within ten years the educational standard in the 
United States will have risen from the English to the Scotch level, 
and perhaps have gone a few notches higher. 


Pixley on Balance Sheets. 


The paper by Mr. F. W. Pixley, an eminent member of the 
Institute of Chartered Accountants in England and Wales, en- 
titled “ How to Read the Balance Sheet of a Commercial Con- 
cern,” which was read before a Students’ Society and has since 
been republished, contains very valuable suggestions, both as to 
the interpretation and the preparation of balance sheets. It aims 
to point out those hidden weaknesses in the affairs of a concern 
which a plausible balance-sheet may conceal, and what supple- 
mentary information should be sought if possible, to expose these 
weak spots. The balance sheets and reports of American con- 
cerns are probably more open to criticism than those of British 
ones in this respect of leaving information unsupplied, and Mr. 
Pixley’s paper may very profitably be perused by us. 

While commending the soundness of the author’s views and 
the acuteness of his observations, we may venture to call atten- 
tion to a few points to which exception may be taken by the 
critical reader. 

In treating the Dr. side (which most of the world considers 
the Cr. side) of the balance sheet, he falls into the old confusion 
between the two uses of the word “capital” and struggles to 
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apply to “capital account,” or “ share-capital,” that distinction 
between “ fixed capital” and “ working capital” which is only 
possible when we take “capital” in the economic sense of 
“capital assets,” on the other side of the balance-sheet. The 
“ liabilities ” side of the balance-sheet gives no light whatever for 
classifying capital as to its use or nature; it merely classifies it 
as to whether borrowed or contributed. After vainly trying to 
distribute share-capital between fixed, working, and circulating 
capital, he gives it up; and he might as well have done so before 
wasting a large amount of space, between pages 12 and 16, on 
the bootless quest. 

Mr. Pixley seems a little over-critical as to the use of the 
word “cash” which he seems to consider exactly equivalent to 
“money.” He severely condemns the inclusion of the bank- 
balance in “cash” and thinks that the expression “cash at the 
bankers ” should be prohibited by law. He says, which is very 
true, that no banker could produce (he means at one time) 
money, or notes and coin, to the extent of the balances claimed 
by the various companies on his books as “cash at bankers.” 
But the word “cash” has in the best usage a more extensive 
acceptance than “ money.” It means all instruments of payment. 
And we hasten to say that this is not an “ Americanism,” or what 
some of our British friends call by the singular epithet “ ultra- 
transatlantic.” 

No one is deceived by the phrase “cash in bank” or “ cash 
at the bankers” into supposing that the banker has the exact 
number of sovereigns or five-pound notes set aside for each 
balance which is due from him. Every one of Mr. Pixley’s 
auditors knew that “cash at the bankers” did not mean money. 

In fact, it is only by a kind of corruption that “cash” has 
come to be used for “money,” and originally it had no such 
meaning at all. “La cassa,” “la caisse” have never acquired 
that meaning in Italian or French and so it is with other lan- 
guages which have borrowed it. “ The cash” was originally the 
box or chest which was charged with all receipts and credited for 
all payments made by it; thence it became generalized into an 
expression for the treasury of a concern, for that department 
which collects and liquidates. 

Not only in America, but in Great Britain, the Cash Book 
always contains transactions not only in money (the Petty Cash), 
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but in bank-funds and the use of “ cash” in the wider sense has 
the sanction of the best usage. 

Mr. Pixley would call a five-pound note of the Bank of Eng- 
land, in the till, “ cash ”; but a credit on the books of the Bank 
of England would be denied that name; yet both are promises of 
the Bank to pay and nothing more; and the Bank never has, 
either in the Issue Department or the Banking Department, at 
any one time enough sovereigns to pay all its notes or all its 
current accounts. So that by Mr. Pixley’s reasoning, even Bank- 
of-England notes, as well as bank balances should be excluded 
from “ Cash.” 

Sir William Temple, writing in 1672, said of the Bank of 
Amsterdam: “so as this bank is properly a general cash where 
every man lodges his own money.” 
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Conducted by THOMAS WARNER MITCHELL, Ph. D. 


Corporate control is of three kinds, viz.: (1) the control exercised by the stock- 
holder, (2) the control exercised by the board, (3) the control exercised by the officer. 
The purpose of accounts and reports is to make control intelligent. Do the reports 
rendered to stockholders contain such information as will enable them to exercise in- 
telligent judgment with respect to the fidelity, efficiency and economy of corporate 
trustees and agents? This isthe viewpoint of criticism and analysis appearing in this 
department of THE JOURNAL. 


Reports of The Southern Pacific Company. 


The most stupendous task which an investor may set for himself is 
probably that of analyzing the annual reports of this member of the 
Harriman group of railroads. The report of the Southern Pacific Com- 
pany for 1906 covers seventy-six pages of the largest size, of reading 
matter and statistical tables. But what makes the task especially difficult 
is the fact that the Southern Pacific system comprises a number of large 
and distinct subsidiary systems, and that the report exhibits a balance 
sheet, income account and some other statistical tables for each subsidiary, 
or “ proprietary company,” separately, as well as for the system as a whole. 

The Southern Pacific Company is a holding and operating company 
Organized under the laws of Kentucky. It owns directly only 9.41 miles 
of railroad. But it operates under leases the 3,090 miles of road owned 
by the Southern Pacific Railroad Co., extending from San Francisco to 
El Paso, the 1,452 miles of the Central Pacific, 665 miles of the Oregon & 
California, the 99 miles of the South Pacific Coast, 88 miles of the New 
Mexico & Arizona, and 263 miles of the Sonora Railway in Mexico, 
altogether 5,657 miles of railroad under leases. Of these, the stocks of all 
but the last two are principally owned by the Southern Pacific Co. itself. 
The company also owns most of the shares of the following companies in 
Texas and Louisiana, which operate their own lines, in all 3,545 miles; 
viz.: the Galveston, Harrisburg and San Antonio, Texas & New Orleans, 
Louisiana Western, Morgan’s Louisiana & Texas R. R. & S. S. Lines— 
these four lines connecting El Paso with New Orleans, besides running 
out some branches—and the branch systems, the Houston & Shreveport, 
Houston East & West Texas, and Houston & Texas Central; finally there 
is the Nevada & California Railway, reaching down from the main line 
of the Central Pacific through Western Nevada and Eastern California. 
Altogether the Southern Pacific Co. operates or controls 9,459 miles of 
railway, extending from Portland, Ore., to New Orleans, and from San 
Francisco to Ogden, also steamship lines from Galveston and New 
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Orleans to New York, and finally controls the Pacific Mail Steamship Co., 
whose vessels ply up and down the Pacific Coast and between San 
Francisco and the Orient. 

The company’s reports have this great merit, unusual in the best of 
railway reports, that they reflect the operations and portray the financial 
condition, not merely of the system as a whole, but of each proprietary 
company as well. This enables the stockholder to form some idea as to 
the prosperity and the worth to the system, of each important part of it, 
of each leased and controlled line. This very merit makes the reports 
more difficult of analysis in so far as they apply to the system as a whole; 
for these subsidiary systems, interchanging traffic as they do, have large 
accounts with each other which must necessarily be included in their 
individual income accounts and balance sheets, but should be excluded 
from those of the system as an entirety, since a debt owed or a rental or 
interest paid by one company to another, ceases to be a debt, expense or 
income when viewed from the standpoint of the two companies combined. 
Nevertheless in the balance sheets and income accounts as presented 
these debts, expense and income relations between the constituent com- 
panies are not distinguished from those between these companies and the 
outside world. It is practically impossible therefore, to obtain from these 
individual income accounts and balance sheets a combined income account 
and balance sheet of the entire system which will eliminate these relations 
between the companies. Thus the report for 1906 shows combined rentals 
received by the “proprietary” companies amounting to $360,048.43 and 
rentals paid by the same amounting to $2,344,367.83; a portion of the 
latter was paid by one company to another within the system and is in- 
cluded in the former amount, but just what this portion is is unascertain- 
able. The company’s report, it is true, exhibits a condensed income ac- 
count of the entire system from which all these offsetting items have been 
omitted; but this also includes the operations of the Southern Pacific 
Company itself thus rendering it impossible to ascertain the extent of 
these inter-relations between companies. 

On account of space considerations the income account of the entire 
system on the next page, including the water lines, is given for only 
three years. But the analyst will deal with the data for the three 
preceding years as well. 

A few words on this exhibit. This reproduces the company’s income 
account, but with the items re-arranged and condensed. The company 
states its operating expenses for 1906 at $68,120,893.10; but this includes 
$2,117,286.32 reserved for “future maintenance, renewals, etc.,”’ which, on 
the supposition that it really represented a prospective betterment, has 
been transferred to “ Betterments and Reserves,” etc., below; this may be 
an error, but the fact that this large item appears for the first time during 
this year lends color to the idea. Also there has been transferred to 
“Operating Expenses” an item of $483,792.91 designated as a “ Reserve 
for depreciation of rolling stock owned by the Southern Pacific Company 
and leased to other companies”; since the only rental received for equip- 
ment was from the proprietary companies of the system, it was inferred 
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CONDENSED INCOME ACCOUNT OF THE SOUTHERN 
PACIFIC SYSTEM. 


1906 1905 1904 

Average mileage operated. ....... 9,191.56 9,137-85 9,024.10 
Gross transportation receipts..... $}105,632,550| 95,515,158) 92,933,232 
Operating Expenses.............. 66,487,400 | 64,205,231 | 63,780,733 
3,324,672 | 2,625,424 2,589,762 
42,469,822 | 33,935,351 | 31,742,260 
Taxes, Rentals, Interest, etc...... 20,293,543 | 20,731,747 | 22,057,826 
Misc. Expenses So. Pacific Co..... 206,202 291,422 399,747 
Misc. Expenses Proprietary Cos... 423,212 328,763 292,611 

TTT 21,546,865 | 12,583,419 8,365,468 
Betterments and Reserves out of 

income for future maintenance, 

2,354,218 151,447 113,593 
Stated Surplus for the year....... 19,192,648 | 12,431,972 8,251,875 
San Francisco fire losses.......... 300,907 
Cost of surveys written off........ 56,778 
Dividend on Stock owned by pub- 

lic of So. Pacific Terminal Co..... 15 
Dividend on Southern Pacific Co. 

Balance to Profit and Loss........ 11,118,838 


that if this were a proper charge at all it should be included among the 
maintenance expenses, i. e., in “Operating Expenses.” “Other Income” 
here includes receipts from rentals, interest on bonds owned of the sys- 
tem and of other companies, from lands and securities not pledged for 
the redemption of bonds, from sinking funds, balance of interest on open 
accounts with outside companies, and miscellaneous income. Taxes, 
which the company has stated separately and associated with operating 
expenses we have preferred to associate with interest, fixed rentals, sink- 
ing fund charges, etc., i. e., with fixed charges. These “ Taxes, Interest, 
Rentals, etc.,” include interest on the Southern Pacific Company’s bonds 
as well as those of the proprietary companies. 

This income statement makes an excellent showing. The average 
mileage operated has increased by about 535 miles since 1901, namely, 
from 8,654.47 miles to 9,191.56 miles. During the same time the gross 
transportation receipts have increased nearly $28,400,000 and the net 
earnings over $11,480,000. The taxes, interest and rentals were even 
smaller in 1906 than in 1901 to the extent of nearly $393,000. All this 
leaves a surplus of earnings, before deducting betterments, which has 
increased from $10,327,510 in 1901 to $21,546,866 in 1906, an increase of 
108.6 per cent. It is noteworthy that $8,963,447 of this increase came just 
during the last year, and exceeds by $1,247,337 the amount of the divi- 
dend which the Southern Pacific Co. has just begun paying on its stock. 
If the $2,117,286 “reserve for maintenance, renewals, etc.,” which we 
have included in “Betterments,” but which the company added to 
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“ operating expenses,” were really an operating expense of this year, this 
increase in surplus income for the year would fall to $6,846,161, which is 
somewhat under the amount of the dividend. This remarkable result has 
been achieved largely through the fact that there has been an increase of 
103,937,934 passengers—8.04 per cent.—who have heen carried one mile 
at an average rate of 2.243 cents per mile, and an increase of 747,054,346 
tons—13.61 per cent.—carried one mile at an average rate of 1.025 cents per 
mile, the operating expenses in the same time increasing only $2,282,169, 
or 3.5 per cent. In other words, the increase in net earnings alone during 
the last year, if the aforesaid future maintenance reserve may be dis- 
regarded as being really a betterment, has been more than sufficient to 
pay this dividend. 

That this reserve for maintenance and renewals is a prospective better- 
ment (unless it looks forward to losses caused by the overflow of the 
Colorado River) will be further evidenced in the following examination 
of the maintenance expenditures made by the company. For the purpose 
of testing these expenditures the following data are compiled from 
different statistical tables presented in the report: 


1906 1905 1904 

Average Mileage operated......... 9,191.56 9,137.85 9,024.10 

Maintenance of Way—Total, ....$| 16,319,683] 13,371,801) 12,315,562 

Number of ties replaced...... 3,416,968] 3,011,910 2,341,300 

Miles of rails relaid.......... 419 578 482 

Maintenance of Locomotives— 

$| 5,810,373} 5,625,363) 5,440,984 
No. of miles run by locomo- 

51,849,226] 50,649,579] 52,816,794 
Average cost per locomotive 

for the yous $3,531 $3,473 $3,588 

Maintenance of passenger cars, .. .$ 1,341,618 1,444,869 1,252,706 


No. of miles run by passenger 


Average cost of maintenance 

per car per year........... $883 $920 $823 

Maintenance of freight cars, .....$} 4,443,266] 3,815,189! 3,616,722 


No. miles run by freight cars. .| 509,845,528) 485,720,774] 497,766,395 
Average cost of maintenance 
per car per year........... $104 $85 $8x 


From the above data it is easy to obtain the average figures which we 
need for purposes of comparison. Dividing the total maintenance of way 
cost by the average mileage operated will give the average cost of main- 
tenance of way per mile; a similar division of the numbers of ties re- 
placed results in the average number replaced in each mile; dividing the 
total cost of maintaining locomotives by the number of miles run by them 
shows the average cost of maintenance per mile run; and so on. Collect- 
ing these results for the three years indicated and for the preceding three 
years as well we obtain the following table: 
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1906 | 1905 | 1904 | 1903 | 1902 | 1901 


Ave. cost per mile of maintaining 


1,776| 1,464) 1,365! 1,478) 1,381] 1,164 
Ave. No. ties — per mile. 372| 330] 259; 2091] 346] 335 
Miles of rails relaid............. 419| 482) 677) 563} 401% 
Ave. cost of maintaining locomo- 

tives per mile run, cents....... 11.21] 11.16) 10.30} 8.51} 7.56] 6.27 


Ave. cost of maintaining locomo- 
tives per locomotive for year, $) 3,531] 3,473) 3,558] 3,289] 2,948] 2,439 
Ave. cost of maintaining passen- 


ger cars per mile run, cents..... 1.103| 1.262] 1.150] 1.264] 1.185) 1.202 
Ave. cost of maintaining passen- 

ger cars per car for year, ..... $| 883) 920) 823) 753) 745 
Ave. cost of maintaining freight s 
;* cars per mile run, cents. .| 0.871] 0.785) 0.727! 0.685] 0.599] 0.528 
‘Ave. cost of maintaining ‘freight 

cars per car for year, ......... $| 104 85 81 78 7° 61 


These results are more than satisfactory. The total expenditure for 
maintenance of way is not only above the average (and it applies to a 
single track railroad) but on the whole it is growing. The large average 
of $1,776 for 1906 includes $1,803, 813 of the $2,117,286 reserved for 
“future maintenance renewals, etc.”; deducting this the average for the 
year is brought down to $1,579 per mile, which still shows a substantial 
increase over the expenditures during 1905. The number of ties replaced 
per mile during the six-year period represented in the table averaged 322 
per year; this is somewhat under the general average of 330 ties per year 
replaced by a number of other railway companies, and assumes the aver- 
age life of a tie to be about 9 years (the company’s tracks contain an 
average of about 2,862 ties per mile); this, probably, is not too much 
since Over 50 per cent. of the new ties laid down are “ burnettized ” ties, 
which, it is estimated, will last about 12 years. The company has replaced, 
during this period, an average of 520 miles of steel rails per year or a 
trifle less than one-seventeenth of the entire track. This assumes the 
average life of a steel rail to be about 17 years, which is not quite so 
good as the general average of about 15 years, but is a great deal better 
than the allowance made by some of the other prominent Western railroad 
companies. The cost per mile run of maintaining locomotives has in- 
creased remarkably since 1901, namely, from 6.27 cents to 11.21 cents. 
The usual cost ranges between 6 and 7 cents. The large and growing 
excess of the Southern Pacific’s cost over this is due in part to the rapid 
rate at which the Company is ridding itself of its old locomotives; during 
1906, 127 locomotives were destroyed, condemned or sold, their place 
being taken in part by 54 new 101-ton and 14 98-ton locomotives, besides 
19 smaller ones. It is currently reported that another important reason for 
the large cost of maintaining locomotives is the fact that a large proportion 
of them are oil burners. The intense heat caused by the burning of vapor- 
ized oil very quickly burns out the boiler tubes, causing frequent and 
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expensive repairs. For this reason, it is said, the company is gradually 
dispensing with oil burning locomotives in handling its freight traffic. 

One might point out an apparent inconsistency in these locomotive 
statistics; the average cost of maintenance per mile run has increased 
nearly 100 per cent., while the average cost per year of maintaining a 
locomotive has increased less than 50 per cent; the explanation of this is 
that the average number of miles run per year by a locomotive is much 
smaller than formerly, 31,329 miles in 1906 as compared with 38,122 miles 
in 1901. The number of train-miles has fallen off, too, during the last 
three years, but the freight car-mileage and ton-mileage have enormously 
increased. In other words, the Southern Pacific is getting a great deal 
more out of a train-load than formerly, as is further evidenced by the fact 
that the average train-load has increased from 299 tons in 1901 to 384 tons 
in 1906, or over 28 per cent. 

The average cost of maintaining the other classes of equipment is 
equally as high as is that of maintaining locomotives. That for pas- 
senger cars, about 1.195 cents per car mile, is 2 mills above the average in 
general practice. The average maintenance per mile run of freight cars, 
namely, about 7 mills for the period, is fully 114 mills above the general 
average, and the figure for 1906, namely, 8.71 mills, seems far above the 
necessary amount. These high figures are also explained in part by the 
large number of older cars which are being retired; there were 47 pas- 
senger cars and 3,389 freight cars placed out of commission during 1906. 
The object of these activities is to increase the efficiency of the equipment, 
with the above mentioned effects upon train—and engine—mileage, 
train-load, and volume of traffic handled. 

The foregoing considerations indicate that the Southern Pacific sys- 
tem’s properties have been more than adequately maintained; that, in 
fact, the company has made more extensive betterments than it has ac- 
knowledged. This brings us to the subject of betterments. The Company 
acknowledges the expenditure during the year 1906 of $6,381,775 for this 
purpose, about $2,000,000 of which was used in the purchase of new 
equipment; the total of this was charged to capital. The betterments of 
former years even exceed this large amount. If we add to this amount, 
the betterments the cost of which has been charged against the income 
account, namely, $2,354,218, we obtain a total expenditure and reserve for 
betterments for the year of $8,735,993. 

The proper way in which to exhibit betterment expenditures is to 
construct a table of the changes from year to year in the balance sheet, 
showing the increases in assets and decreases in liabilities together on 
the one side as purposes for which expenditures have been made, and the 
decreases in assets and increases in liabilities (including the Surplus or 
Profit and Loss Account) together on the other as the sources from which 
the funds have been obtained. One could then ascertain what part of 
the increase in Capital assets was represented by the increase in the 
“ Surplus ” account, i. ¢., what part of the funds expended upon the capital 
assets came from income and what part from the sale of new bonds or 
stocks. Unfortunately this cannot readily be done in the case of the 
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Southern Pacific Company because there is exhibited no condensed balance 
sheet of the entire system. There is a columnar balance sheet of the pro- 
prietary companies and a balance sheet of the Southern Pacific Company; 
most of the stock and some of the bonds of the former are carried as 
assets in the latter, but at different valuations, so that the two schedules 
cannot readily be combined. For instance, the parent company owns 
$334,804,808 par value of the stocks and $25,768,000 of the bonds of its 
proprietary companies; but the total book value of the stocks and bonds 
owned by the company including those of a number of foreign companies, 
amounts to only $275,066,231. These differences render it impossible for 
the reader to make any satisfactory tabulation of the changes in these 
balance sheets; not only can the betterment expenditures not be brought 
out properly but the comparison between the changes in capital liabilities 
and capital assets is also hindered. 

Aside from these defects the Company’s reports present the material in 
an excellent manner. There is even a statement of “ Receipts and Dis- 
bursements from all Sources,” which recites on the one side the charges 
against the income account, the capital securities retired during the year, 
new capital expenditures made, decreases in other liabilities, and charges 
against the “Profit and Loss” or surplus account; on the other, the 
income receipts, new capital securities issued, decreases in capital and 
other assets, increases in other liabilities and credits to “ Profit and Loss” 
or surplus account. This might at first be thought to supply the data 
asked for in the preceding paragraph; the reason that it will not serve the 
purpose is that it can not readily be harmonized with the two sets of 
balance sheets, namely, of the parent company and of the constituent sys- 
tems. The funded debt of each company with its interest charges is set 
forth in detail in one schedule, details of operating expenses, traffic statis- 
tics, an analysis of the freight traffic, and statistics of equipment are set 
forth in others. 

An important point in the investigation of the reports of every railway 
system is to show the growth of traffic and business. This is best accom- 
plished by reducing the volume of traffic, gross and net earnings, operating 
expenses and fixed charged to averages per mile of road operated. This 
is done in the following table: 


Density Densit Gross | Operat- 
of Net Fixed 

— of Earn- | ing Ex- | ing 
en- Ra-|. Earn- | Charges 
ger Freight | ings per| penses | Ka ings per | per mile 

Traffic. | !taffic mile | per mile. 

0 
Igo! 108,047 | 561,838 | $8,503 | $5,324 | 62.6] $3,179 | $2,390 
1902 124,110| 566,099 9,012 5,824 | 64.6 3,188 2,322 
1903 124,996 | 569,487 9,371 6,305 |67.3) 3,066 2,264 
1904 140,696 | 591,450 9,631 6,459 | 67.1 3,172 2,444 
1905 141,661 | 600,743 9,784 6,406 |65.5| 3,378 2,269 
1906 152,032 | 678,513] 10,783 6,827 | 63. 3,956 2,208 
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All of the columns of this table apply to rail lines only except the col- 
umn for fixed charges; this includes the fixed charges of the water lines 
and of the Southern Pacific Company, the former of which could not be 
eliminated because they could not be ascertained separately. The growth 
in passenger and freight traffic is shown in the columns 2 and 3. The 
term “Density of freight traffic’ means the average number of tons 
carried one mile, per mile of road operated; the figure for 1906 is obtained 
by dividing 6,230,597,303, the total numbers of revenue tons carried one 
mile, by 9,191.56, the number of miles of road operated. A similar defini- 
tion applies to the term “ Density of passenger traffic.” The passenger 
and freight traffic have both increased greatly since 1901, as also have the 
gross earnings per mile. The operating expenses rose relatively to the 
gross earnings, increasing from 62.6 per cent. in 1901 to 67.3 per cent. in 
1903, then subsiding to 63.3 in 1906. 

The schedule of net earnings per mile is not in itself a source of much 
enthusiasm. The operating expenses have increased so much relatively 
that the net earnings have not fully reflected the growth in the volume of 
traffic carried; they have in fact begun to come into their own only during 
the last two years. But when we take into consideration the excessive 
expenditures for maintenance of equipment, the fact that for years the 
Company has not tried to earn dividends, but has bent its energies to the 
task of building up its property, that it has had, therefore, little incentive 
to keep down its apparent operating expenses by keeping out of them 
every expenditure which might legitimately be construed to be chargeable 
to capital, the showing made is very satisfactory. 

The low earnings per mile, both gross and net, testify to the sparsely 
settled and undeveloped condition of the greater part of the territory 
tributary to the system’s lines. The thought is suggested that the com- 
pany might greatly benefit itself in the long run by substantially lowering 
its freight rates and thus stimulating the development of industries in 
its tributary territory. A charge of 1.023 cents per ton per mile for hand- 
ling freight is unreasonable when the 6 to 8 mills per ton-mile of other 
railroad companies is taken into consideration. 

With the exception of one year, the fixed charges have shown a decided 
downward tendency. In so far as this is due to the refunding of bonds 
at lower rates of interest, this is as desirable from the standpoint of the 
stockholder as it is unusual. It is noteworthy that the fixed charges per 
mile of two large railway systems have shown this downward tendency, 
namely, the Southern Pacific and Union Pacific, both Harriman systems. 
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THE NEW INTERNATIONALISM. By Harold Bolce. pp. 309. New 

York: D. Appleton & Company 1907. Price $1.50. 

Of all the books treating of so dry and complex a subject as foreign 
trade, this is the most brilliant, and at the same time the most practical 
and illuminating, that has appeared in many a year. The subject matter 
and purpose of the book, as well as the author’s vigorous style, all 
appear in the opening paragraph: 

“The New Internationalism, rapidly welding the world into an eco- 
nomic unit, is not Utopian. It is nothing less than a financial and com- 
mercial amalgamation of the nations. There is nothing anaemic in the 
programme, nor is there anything altruistic. The men who are 
inaugurating it are not poets. They carry their favorite book in an 
inside pocket, and the quotations with which they are most familiar trip 
through the ticker. Plato to most of them would be of far less 
consequence than a company’s prospectus.” 

Mr. Bolce is full of his subject. Much travel and study have made 
him familiar with trade conditions and industrial methods in many 
different countries. He knows the markets to which American goods are 
going, and he knows why those markets want them. He also knows many 
markets which would welcome American goods if we only had the desire 
or energy to satisfy them. Hence his book is full of information of value 
to practical business men and of interest to all patriotic Americans. 

But the real purpose of his book is not the enlargement of American 
foreign trade. That, in his opinion, will take care of itself, if it is only 
given a chance. What he seeks to make clear to the reader is the 
tremendous fact that in trade and industry all the countries of the world 
are rapidly becoming a single unit, that the flags of nations mark arti- 
ficial boundaries, that capital is moving freely from country to country 
in search of the best opportunity, and that the time is near at hand when 
all peoples will be equally well equipped with the tools of production and 
the machinery of distribution. 

Naturally, Mr. Bolce is impatient with the unnecessary fettering of 
trade by protective tariffs. “We are still doing in the United States,” 
he says, “what the Medes and Persians did. They were the original 
stand-patters. It was their ancient boast that their laws did not change; 
and over their buried glory, history has chiseled their proud phrase as 
their abiding epitaph. To stand pat is to stand still.” 

Mr. Bolce regards our so-called “commercial invasion” of Europe as 
a “mere skirmish success,” and points to the fact that “of our actual 
manufactures we sell less than a cent’s worth a week per capita to the 
people of prosperous Europe.” 

Mr. Bolce has supreme faith in the outcome of the present struggle 
of nations for industrial and commercial supremacy. He says: “ Peace 
and good will toward men has become the creed of the world’s dominant 
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rulers, because that policy pays. The historian, when he traces the forces 
that lead to practical realization of the dreams of the humanitarian, will 
be called upon to pen one of the most dramatic and seemingly contra- 
dictory chapters of economic evolution, for he will be compelled to 
admit that the latter-day world magnates, denounced as international 
pirates, turned constructive and gave stability to a world divided by 
political anarchy. Instead of urging races to conflict, combination is 
their battle-cry. Their ultimatums are protocols of peace. The forces 
they control are not stopped by tariff walls. They have organized a 
world-unity greater even than the sovereignty of nations.” LF J 


THE GOLD SUPPLY AND PROSPERITY. Compiled and edited by 
Byron W. Holt; 257 pp. New York. The Moody Corporation. 1907. 
Price $1.00. 

This interesting volume is made up mainly of articles which have 
appeared during the last year in Moody's Magazine, and on account of 
its timeliness, if for no other reason, it ought to have a large sale, for 
it treats of a subject to which every thoughtful business man is now 
necessarily giving some attention. Have prices reached the zenith? Is 
there to be a decline during the next few years? Is the prosperity of 
the last decade to be succeeded by a long period of depression and 
declining prices? Must a business man now beware of laying in large 
stocks of supplies lest prices fall and he be obliged to sell at a loss? In 
this little book the business man will not find categorical answers to these 
questions, but he will find many of the data upon which any satisfactory 
answer must be based. Since 1897 the general level of prices has risen 
in all gold standard countries something like 40 per cent. The cause 
of this advance is attributed by most of the contributors to this volume 
to the great increase in the world’s stock of gold which has taken place 
during recent years. The cheapening of gold has caused an expansion of 
credit and has been largely responsible for the marvelous prosperity 
which the United States and other countries have enjoyed. If gold is to 
be abundant it will grow still cheaper, and prices make still further 
advances. This is the important topic which is thoroughly and ably 
treated from different points of view in this volume. 

It is doubtful if the average reader will care much for the discussion 
of the so-called quantity theory of money. Whatever theorists may have 
to say on that subject, it requires no argument to convince the practical 
man that the value of gold, like that of other metals, must in the long run 
depend upon its supply. Any great increase in the world’s stock of gold 
must certainly cause its depreciation, and that will be evidenced in a rise 
of the prices at which commodities sell. So rapidly is the population of 
gold standard countries increasing, and such is the increase of their pro- 
duction of wealth, that large quantities of new gold are needed each year 
in order to prevent a fall of prices; but this increasing demand for gold 
may in the future, as it has been in the past, be surpassed by the increase in 
the supply, in which case prices will continue to advance. That is the 
practical question in which the business men are interested. LF.J 
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Current Magazine Articles. 
Conducted by Grorce E. Barrett, LL. B., B.C. 5. 


The periodical literature of business is enormous in volume, but not impressive in 
quality. Too much of it is mere gossip or disguised advertising or sirerficial re- 
hash of what sensible business men already know. But among the chaff there are 
always a few grains of wheat which ought not to be allowed to go to waste. It is 
the purpose of this department to pick out and summarize some of the articles that 
are worth attention. As no one man could possibly cover the whole field, the editor 
will be grateful to anyone who will take the trouble to call his attention to articles 
that have been found useful. 


Depreciation in Railway Accounting. 

American railway accountants are probably soon to be confronted with 
the necessity of dealing in a practical way with the question of deprecia- 
tion of their properties. The February issue of the Railway World 
advances this important question for consideration: 

“Hitherto this question has been thrust aside with the scanty apology 
that due attention to repairs, renewals and replacements excuses the 
omission. At its worst the omission to make allowance for depreciation 
leads to unearned payments to capital, to eventual overcapitalization, and 
finally to bankruptcy.” 

Formerly this question lay solely between the management and the 
owners of the bonds and stock, but to-day proper accounting for deprecia- 
tion has a vital influence upon those problems of rates, taxation and ser- 
vice which are now universally admitted to be public in character. “‘ For 
example, it is apparent that the generally accepted ideal of public regula- 
tion of charges is tending toward a basis fixed by valuation of the property 
used and the allowance of a fair percentage of return upon that property. 
But the return allowed must be above and beyond the total legitimate 
allowance for depreciation or else capital will be recompensed from its 
own pocket.” 

The proposition is advanced that an impartial investigation is desirable 
of the whole question of the life of railway property and of the best manner 
of accounting for the depreciation caused by physical wear and tear and by 
advancement in the art of transportation. Under the Hepburn law the 
whole question of railway accounting is undergoing a re-examination that 
is fairly certain to lead to fundamental changes in methods. 


New Timekeeping System. 

The Missouri Pacific has installed a new system, according to the 
January issue of the Railway World, which secures a more systematic 
assignment of work and a more accurate record as to cost and a reduction 
in the clerical force in the timekeeping department. “Each shop man will 
be given a time card each day, on which will be recorded the time of be- 
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ginning and quitting work and the distribution of his time while working. 
After being checked by the foreman, the data from the time cards will be 
entered in the time book; two men, a checker and the timekeeper, will 
handle the cards. The records of the timekeepers will be checked by the 
traveling accountants, whose reports are intended to assist the traveling 
auditors in their final checking.” 


Profit-Sharing. 

The March number of American Industries has an interesting article 
on the failure of the profit-sharing wage scheme in Fall River. “The 
plan now abandoned had been hailed as the settlement of a serious 
problem. It promised so well that it was to have been adopted in Lan- 
cashire. The idea was to fix a minimum certainty for wage earners, based 
upon an assumed margin between the cost of cotton and the cost of manu- 
factured goods, and to allow an advance of wages when the increase of 
profits through fluctuation of prices so warranted. This arrangement was 
made as the result of an arbitration at the close of a strike which had 
involved $5,000,000 of direct losses, and manifold more indirectly. It has 
failed because it produced no satisfactory profit to labor. On only two 
weeks’ wages since the adoption of the profit-sharing plan in October, 
1905, has there been an advance equal to the strikers’ expectations of the 
restoration of the old scale. For the last few weeks there had been no 
profit addition to the minimum wage. Meanwhile neighboring mills, with- 
out any profit-sharing professions, were paying higher wages, advances 
were being made voluntarily in other mill towns, and handsome dividends 
were being declared in the trade generally. 

“The basis adopted was carefully considered and satisfactory to both 
sides. No basis can be adopted which will be free from the essential dis- 
tinction between wages and profits. If the agreed basis had been perfect, 
it might have been spoiled in administration. Good or bad bargains in 
raw material are something with which labor has nothing to do, either 
logically or practically.” 

“Labor is and must be independent of capital, which must take its own 
risks, and make profits or losses for itself alone.” Moreover, it is asserted 
that labor must abandon profits because it can not share losses. It is 
pointed out that “capital can average a good year with a bad one, and 
turn a profit into a loss. Labor must earn its wages day by day, and the 
fixed charges of living expenses are so near the total earned that there is 
no margin, as in the case of dividends which may be reduced and yet show 
profits.” 

From this it would seem that labor and capital can not come together 
in this manner, but that wages must remain a fixed tax upon the cost of 
production with no relation to profits. Further conclusions would lead us 
to believe that collective bargaining—which must be distinguished from 
collective bullying—gains whatever profit-sharing loses. 

Does not the question, however, remain as to the advisability of sharing 
profits with employees over and above their fixed wages as a means of 
securing a progressive business organization? 
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Inflation and Prices. 

“During the past ten years the country has experienced a relative ex- 
pansion of the money volume which exceeded even the paper money infla- 
tion of the Civil War period, is closely on a par with the gold expansion 
of the California era, and is exceeded only by the wild-cat bank note in- 
flation of the thirties. Industrial phenomena equally striking have attended 
this unusual monetary experience, and their relation to it becomes of large 
importance regarding the probable future of prices and business.” 

The March issue of the Political Science Quarterly gives us an inter- 
esting article treating this subject. 

The 1896 plan of the silver party was calculated to bring about a 
régime of rising prices which would lighten the burden of debt and stimu- 
late activity through a deliberately applied scheme of depreciating the 
value of money. “There can be no question whatever that under the gold 
standard precisely those results have come to pass.” 

Demonstrating price effects of the monetary expansion by using Dun 
index numbers, it is shown that “against an increase of some 80 per cent. 
in money volume for a decade, we have an increase in average commodity 
prices of 42 per cent.” The increase of money volume per capita was 48 
per cent., which is the proper basis of comparison since an increase of 
population varies the demand for money. The quantity theory is not con- 
fined merely to supply of money in relation to prices, but contemplates also 
the possibilities of variation in the demand. The development of credit 
systems is also a factor in such comparisons. 

“There is no present reason for anticipating a marked contraction in 
the yearly output of gold. Production is increasing moderately, but the 
monetary or price effects cannot be as violent as those of the past decade’s 
production. An equal monetary production for the next ten years would 
constitute only about 33 per cent. increase instead of 50 per cent. since the 
future outpour of gold will flow into a reservoir of accumulated monetary 
stock far greater than existed at the outset.” 

“We are to anticipate a much more moderate upward tendency in the 
money value of commodities in the future than experienced in the im- 
mediate past.” It is asserted that nevertheless a panic may occur at any 
time if through the price effects of increase in money volume an inflation 
and over-extension of credit be developed. 

“Tt is important to note that any advantages arising from the cheapen- 
ing of the dollar have accrued to the capitalist or promoter, and the amass- 
ing of great fortunes has been facilitated, but no “measure of industrial 
salvation for the masses of the people has been realized.” 
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Conducted by ALEXANDER MCCLINCHIE, LL.B. 


The purpose of this department is to present from month to month short, critica 
summaries of recent decisions, which affect accountants, and to furnish accurate infor- 
mation on legal questions. Inquiries from our readers will be welcome and will re- 
ceive prompt attention. 


RECENT CASES. 


Accord and Satisfaction. Harpy vs. Heves, 90 N. Y., 461, held that the 
acceptance by the creditor of a check written “in full payment” with im- 
mediate notice to the debtor that action would be brought for the balance 
claimed is not accord and satisfaction. 

If there is a dispute as to the amount due and the debtor tenders what 
he thinks is the amount of the debt upon the condition that it be accepted 
in full payment—under such conditions an acceptance is accord and 
satisfaction. 


Insurance. It was held in Dousy vs. GLens Fatts Ins. Co., 91 N. Y. 
Supp. 302, that breach of warranty as to the title of lands on which the 
insured building is located does not avoid the policy as to the personalty 
situated in the building. 

This is contra to the general rule which holds that a policy of insur- 
ance on a building and its contents is not severable and that a forfeiture 
of the insurance as to the building will act as a forfeiture as to the con- 
tents also. Missouri and Nebraska follow the New York rule. In New 
York the policy is regarded as severable where the risk on each item is 
distinct. 


Contracts. In Swicer vs. Hayman, 48 S. E., 839, it was held that a 
mere declaration of an intention not to comply with the conditions of the 
contract, which declaration was withdrawn before any action by the other 
party, does not constitute a breach of the contract. 


This decision follows the general rule. Any declaration to be relied 
upon as a breach of the contract must amount to a refusal to perform and 
be acted upon within a reasonable time by the other party. When notice 
of refusal to perform is given, an action may be brought before the date 
set for the performance of the contract. 


New Promise and Part Payment. After a judgment was barred by the 
Statute of Limitations, the debtor gave as security to the assignee of the 
judgment a mortgage containing a written promise to pay the principal 
sum of the judgment together with interest. Held, that the judgment is 
enforcible and that the Statute of Limitations is no defense against an 
action to foreclose the mortgage. Spi_pE vs. JoHNsoN, 109 N. W. Rep., 
1023 (Ia.). 
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After a judgment was barred by the Statute of Limitations, the debtor 
made part payment. In an action on the judgment the Statute of Limita- 
tions was pleaded. Held, that the action on the judgment was barred by 
the Statute. Orson vs. DAHL, 109 N. W. Rep., roor (MINN.). 

For some reason the rule that acknowledgment or part payment re- 
vives an action on which the Statute of Limitations had run is applied 
only to the case of contracts. Whether a judgment is a contract within 
the meaning of the Statute is the subject of varied opinions. The New 
York rule holds a judgment to be a contract of record and in Gutta 
Percua Co. vs. Mayor, 108 N. Y. 276, it was held an implied contract 
within the meaning of the Statute. The weight of authority, however, 
holds that the term “contract” includes only agreements based on consent 
of the parties, and therefore favors the conclusion that a judgment should 
not be regarded as a contract. 

In Exparte Savincs BANK (s. c.) it was held that a bank which takes 
over the assets of a liquidating bank upon an agreement to pay its debts 
assumes towards creditors the same relation held by the transferrer. If 
the transferee becomes insolvent, creditors of the other bank have a prior 
lien upon the transferred assets. 


Bankruptcy—Assignment by Wage-Earners. The Bankruptcy Act of 
1898 provides that “ wages due to workmen, clerks, or servants which have 
been earned three months before the date of the commencement of pro- 
ceedings, not to exceed $300 to each claim” are accorded priority. In 
SHropsHIRE, Woop.irF & Co. vs. Busu, U. S. Sup. Cr., JAN. 7, 1907, it was 
held that an assignee to whom such claim was assigned before the com- 
mencement of bankruptcy proceedings is entitled to priority of payment. 

This decision rests on the ground that the priority is attached, not to 
the person of the wage-earner, but to the debt itself. Courts have held, 
up to the time of this decision, that the priority attached to the individual, 
that if such a debt be assigned before commencement of proceedings in 
bankruptcy, it is no longer due to wage-earners and therefore priority 
does not attach. The recent decision overruling the lower courts is more 
in accord with the spirit of the statute and wage-earners are no longer 
deprived of the right of assignability. 
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Wasuinocrton, D. C., March 12, 1907. 
To The Journal of Accountancy: 


The number of employees in what are known as the Accounting Offices 
of the Treasury, exceeds three thousand. Not all are accountants or 
bookkeepers, but there are a great many who are doing original and prac- 
tically independent work. In addition to these accounting offices, so-called, 
there are others in the Treasury Department whose duties are equally of 
an accounting nature, and whose employees are largely experts in some 
phases of accounting. Outside the Treasury Department the proportion 
of accounting work is not as great, but in the aggregate it is of a large 
amount. It is estimated that there are over six thousand persons in the 
Government service at Washington whose duties are of an accounting 
nature. This estimate does not include those who are engaged in 
correspondence, records, filing, nor other merely routine processes. 

The Government, in carrying on its many and varied enterprises, deals 
with individuals, firms and corporations much as though it were but an 
individual; and in so doing it submits to all the obligations resting upon an 
individual, and the legislation affecting him, except in so far as the Gov- 
ernment’s rights and powers have been enlarged or contracted by special 
legislation and regulation thereupon. In consequence, it is desirable that 
the official engaged in accounting work should be well informed in both 
general commercial, and special Governmental principles and practices. If 
he must fall short in either, it had better be the former, for others may be 
ready to set him right, while, if he is dealing with outside private persons 
and fails to conform to Government requirements he may not discover his 
failure until so late as to be very inconvenient. 

The personnel of all Government offices consists now of persons, the 
majority of whom have entered the service following Civil Service exami- 
nations. For positions, the duties of which are of a bookkeeping nature, 
the appointees are usually selected from lists of eligibles who have passed 
examinations the subjects of which are not beyond ordinary grammar 
grades; and the bookkeeping tests in which should ordinarily prove easy 
for anyone who has studied the subject for so long as three months. 
There is a demand for more skilful and better trained employees, and 
some special examinations are given. The requirements will undoubtedly 
be raised, and the average of ability among Government employees will 
thereby be bettered. But why rely altogether on new recruits who will be 
better drilled when enlisted? Why not drill the present squad—the awk- 
ward squad, if you please? These questions in varying form have been 
frequently asked during recent years. Nearly everyone has recognized 
the force of the argument, but no one of those who complained of the lack 
of training among his subordinates undertook to provide for supplying the 
deficiency in a systematic and effective way. It remained for those 
assistants who were conscious of their own needs to initiate a scheme for 
supplying them. 
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Out of such a condition the Association of American Government 
Accountants was organized November 14, 1906. The officers are: Presi- 
dent, L. H. Mattingly; Vice-President, N. E. Webster, Jr.; Secretary, 
E. A. Gongwer; Treasurer, H. H. Thompson; Trustees and Chairmen of 
Standing Committees—T. S. Merrill, Membership; Joseph Stewart, 
Finance; S. R. Jacobs, Lectures and Meetings; A. T. Ruan, Library; 
Alonzo Tweedale, Education. Six weeks elapsed in completing the or- 
ganization before constructive educational work could be begun. A mem- 
bership of over four hundred is enrolled. Semi-monthly meetings are 
being held. The papers thus far delivered and arranged for the future 
are :— 

“ Jurisdiction of the Accounting Officers of the Treasury "—Walter W. 
Warwick, LL. M., Chief Law Clerk, Office of the Comptroller of the 
Treasury. 

“Relations Which Should Exist Between Administrative and 
Accounting Officers "—Robert S. Person, LL. M., Auditor for the Interior 
Department. 

“ Accounting as a Help and a Hindrance, From the Viewpoint of an 
Administrative Officer "—Frederick Haynes Newell, C. E., Director U. S. 
Reclamation Service. 

“The Accounting Offices—Their Proper Administration ”"—William E. 
Andrews, Auditor for Treasury Department. 

“Contracts”—John Mason Brown, L.L. B., Law Clerk, Office of 
Comptroller of Treasury. 

“ Analytical and Statistical Bookkeeping”—LeGrand Powers, Chief 
Statistician, Bureau of the Census. 

“Cost Keeping”—Norman E. Webster, L.L. M., C. P. A., Accountant, 
U. S. Reclamation Service. 

“Law of Evidence as Applied to Government Accounting”—B. F. 
Harrah, Law Clerk, Office of the Comptroller of the Treasury. 

Coincidently with the activity shown by the Committee on Lectures 
and Meetings resulting in the program outlined above, other committees 
have been at work. The committee on library is preparing a catalogue of 
the works of accounting and kindred subjects in various local libraries. 
It has already been asked to advise as to purchase of such books by the 
Public Library. The Committee on Finance have secured the gratuitous 
use of a lecture hall in the Library, because of the educational value of the 
addresses delivered. The Committee on Education are considering the 
form, character, and extent of the tests to be applied to the associate mem- 
bership before admission to active membership; and, more important, are 
studying the situation looking to the provision in Washington of educa- 
tional facilities in commerce, accounts, and finance directed especially 
toward Government needs. 

The movement is a hopeful sign; the encouragement offered by ad- 
ministrative superiors, including the President of the United States, has 
been hearty and helpful; and the codperation of the rank and file working 
for an unknown end, and by ways with which none was familiar, has 
shown a willingness to compromise and get together which can hardly fail 
to bring results. N. E. Wesster, Jr 
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New York C. P. A. EXAMINATION, JANUARY 29, 1907, ProsLem I. 
PROBLEM. 


_ The books of Robert West, real estate agent, for the year 1906, 
disclose the following opening and closing balances and intervening 
volume of transactions: 


Titles of Accounts}Balances Dec. 30, 1905] Transactions in 1906 |Balances Dec. 31, 1906 
Clients........... 260 5,920 100,034 102,070 104 6,909 
Trade creditors....|......... 444 4,341.40 610 
$11,580.08 $11,580.08|$350,627.02 $350,627.02/$16,106 $16,196 


An analysis of the books afforded further information as follows: 

Tenants were allowed $71 for repairs made by them, which sum was 
applied on account of rent and charged to owners. 

Owners were charged for commissions on collections $869.70, trade 
creditors’ bills for repairs $3,566 and insurance $52. 

Clients were charged, insurance $668, coal $906, fees $125, commissions 
on sales $1004. 

Trade creditors presented bills for office supplies $50, insurance written 
$576, coal $815.40; they were allowed $180 for discount on settlements 
made. 

Commissions on sales, collections, insurance written and coal orders 
were closed into the general commission account, and Supplies Account 
was transferred to Expense. 

The cash transactions were as follows: Receipts—tenants, $34,717, 
clients $102,070, commission on sales $1,010.62. Payments—owners 
$30,051.30, clients $98,231, trade creditors $4,661.40, personal drawings 

000, Expense $950. 

Prepare an ARTICULATION STATEMENT, showing in each account the 
several elements of debit and credit and giving each element the title of 
the Articulating account wherein the contra credit or charge appears. 


SOLUTION. 


In the above problem a number of the items found in the solution are 
purposely omitted. The solution will be readily understood if skeleton 
ledger accounts are built up from the figures given in the problem and 
the missing links supplied. 

In analyzing a ledger a wide sheet of paper (here divided to economize 
space) is used, containing perpendicular columns. The captions of the 
accounts to be analyzed are placed in the first column to the left, the 
captions of the nominal accounts across the top of the sheet. 

The analytical sheet is divided into debit and credit sides, commencing 
with the debit balance of the ledger account at the beginning of the period; 
then follows across the sheet from left to right all debit postings to the 
account, placed in their appropriate columns to “articulate with the 
account wherein the contra credit appears.” The credit side of the account 
is dealt with in a like manner and the final balance placed in its 
appropriate column. 
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When all of the accounts are analyzed the balances of the nominal 


accounts are written at the foot of the columns. f 
If there are no errors the footings of the debit columns will balance 


with the corresponding column on the credit side. 
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News and Notes. 


C. P. A. Law in Colorado. 


The State Legislature of Colorado passed an “act to create a State 
Board of Accountancy and to regulate public accountants,” on March 26th. 
On the following day the bill was signed by the Governor in the presence 
of twenty members of the Colorado Society, and became a law. The 
bill passed the Senate with a unanimous vote, and was opposed by only 
two votes in the House. 

The act is, in general, similar to the standard C. P. A. bill adopted by 
the American Association. Section 14, however, contains a somewhat 
different provision for the recognition of C. P. A. degrees granted by 
other States, and is of such general interest that it is quoted verbatim 
below : 


“Section 14. Any citizen of the United States or person who has de- 
clared his intention of becoming such citizen, over twenty-one (21) years 
of age, of good moral character, and who has complied with the rules 
and regulations of the Board pertaining to such cases, and who holds a 
valid and unrevoked certificate as a Certified Public Accountant, or the 
equivalent thereof, issued by or under the authority of any other State of 
the United States, or of the United States, or the District of Columbia, 
or any Territory of the United States, or by or under the authority of a 
foreign nation, when the Board shall be satisfied that their standards and 
requirements for a certificate as a Certified Public Accountant are sub- 
stantially equivalent to those established by this Act, may at the discretion 
of the Board receive a certificate as a Certified Public Accountant, and 
such person may thereafter practice as a Certified Public Accountant and 
assume and use the name, title and style of “ Certified Public Accountant” 
or any abbreviation or abbreviations thereof, in the State of Colorado, 
Provided, however, that such other State or Nation extends similar 
privileges to Certified Public Accountants of the State of Colorado.” 


Minnesota. 

Two C. P. A. bills have been introduced into the Minnesota Legislature. 
One is substantially the standard bill adopted by The American Association 
of Public Accountants. The other contains the following modifications: 

Section 1. Striking from the bill the provision forbidding unauthorized 
persons to assume the title, “ Chartered Accountant,” and the abbreviation, 

SEcTION 2. In the second paragraph, substituting one year’s for three 
year’s practice within the State as a necessary qualification for members 
of the State Board of Accountancy. 

Section 4. Adding a separate subdivision in the Waiver Clause, as 
follows: “As a Fellow of the Minnesota Society of Certified Public Ac- 
countants, or a member of the Minnesota Society of Public Accountants.” 

Both bills have been indefinitely postponed by both the Senate and 
the House committees of the Minnesota Legislature. 
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Calitorni 

The California Society of Certified Public Accountants held its annual 
meeting followed by the usual banquet, on Monday evening, Feb- 
ruary 25, 1907, and elected the following Board of Directors: 

F. Bromley Jansen, John R. Ruckstell, J. F. Foster, Alfred G. Platt, 
W. O. Henn, C. V. Rowe, of San Francisco, and W. R. Blackman, of 
Los Angeles. 

F. Bromley Jansen was chosen to succeed Alfred G. Platt as President 
of the Society, John R. Ruckstell continuing in office as Vice President, 
and J. F. Foster continuing as Secretary-Treasurer. 

Mr. J. F. Foster, Secretary, has removed from 1521 Scott Street to 
Room 130, Investors Building, 787 Market Street, San Francisco, Cal. 

According to a press despatch, the California Society of Certified Pub- 
lic Accountants has filed articles of incorporation with the County Clerk. 
The term of the incorporation is fifty years, and the directors are: Alfred 
G. Platt, J. F. Foster and J. J. Hassell, of San Francisco; J. J. Rahill, 
of Fresno, and J. R. Ruckstell, of Elmhurst. 


Recipients of C. P. A. Degrees. 
Michi 


The following persons have passed the necessary examinations and 
received the C. P. A. degree in Michigan within the last twelve months: 

John H. Clegg, Geo. A. Horner, Fred Wixson, James E. Hardman, 
Chas. D. Fleming, Chas. H. Winke, Joseph Horner, Will A. Voss, Durand 
W. Springer, Arthur B. Hulsapple, Arthur S. Guerin, Norman E. Webster, 
Jr., Wm. D. Gridley, John J. Jerome, Harry Ruple, R. J. Bennett, W. H. 
Brooks, and Howard C. Beck. 


Washington. 

The names of the successful candidates at the last C. P. A. exami- 
nation in the State of Washington are: William McAdam (with E. G. 
Shorrock & Co., Seattle), R. D. White (with Price, Waterhouse & Co., 
New York). 


= 


SINGLE COPY, 25 CENTS 


PER ANNUM, $3.00 


THE JOURNAL 
ACCOUNTANCY 


APRIL, 1907 
VOLUME 3. NUMBER 6. 


The Experience of Cleveland’s Street 
Railways With. Three Cent Fares 


By CARL H. NAU 


Credit 


By JAMES E. HAGERTY, Ph. D. 


Railway Maintenance of Way 
By WALTER K. HARDT 


The Philosophy of Accounts 


By CHARLES E. SPRAGUE, Ph. D. 


THE ACCOUNTANCY PUBLISHING CQ. 
32 WAVERLY PLACE, NEW YORK 


Copyright, 1907, by The Accountancy Publishing Co. 
Entered as Second Class Matter at New York, N. Y., Post Office 


J 


~ 
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turing practice. A complete manual of modern and up-to-date cost 
keeping methods. The-author is the well-known authority 
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A BRIEF SYNOPSIS 


NINETEEN CHAPTERS—Covering: Office Routine, Sales Dstartment, Purchase Records, 
Department Reports, Treatment of Tools, Distribution of Ex .snse, Comparative Reports, 
Machinery Reports, Records of Inspection, Factory Orders, Requi.itions, Controlling Accounts, 
Stocle Records, Price Systems, Treatment of Scrap, Inventories, Perpetual and Otherwise, 
Investigation of Leakages, Stock Tracers, The Time-Keeper’* Department, Employment De- 
partment, Job Cards, Assembling, Pattern Records, Selling .tecords, Premium System, Piece 
Work Systems, Factory Rules, inventor’s Agreements, Appre*ticeship Contracts. In ‘short, 
this is the most complete treatise on the subject ever presented. 


215 Pages-——iI29 Special Forrms 
BOUND IN HALF-LEATHER WITH GOLD TOP AND TITLE 
$5.00 POST-PAID 


The Book Keeper Publishing Co. Ltd, 13 Fort Street, W, Detroit, Mich. 


When writing to advertisers, kindly mention this Journal. 


4 
THE JOURNAL OF ACCOUNTANCY 
2 
; 


THE JOURNAL OF ACCOUNTANCY 


VAN NORDIEN 


Its editorials are practical and vital 

Its financial reviews are readable 
and comprehensive 

Its articles on current events are 
interesting and accurate . 

Splendid review of the world’s big 


events 


AA Dollar a Year 


25 Broad Street New York 


When writing to advertisers, kindly mention this Journal. 


I 
t 
3 
: & 
i 
{ 
an 
4 
s 
|, 
} 
i 
i 


Il THE JOURNAL OF ACCOUNTANCY 


Printers 
of 
Pamphlets and Books 


on Accountancy 


and other 
Technical Subjects 
Manufacturers of SPECIALLY RULED BLANKS 


and BOOKS FOR CERTIFIED ACCOUNT- 
ANTS who appreciate PROMPT DELIVERY 


409-415 Pearl Street, New York 


Printers of 
*THE JOURNAL OF ACCOUNTANCY *® 


When writing to advertisers, kindly mention this Journal. 


35 Nassau Street 


THE JOURNAL OF ACCOUNTANCY 


The Art Wall Street Investing 


By JOHN MOODY 


This is the first modern attempt to cover the subject in such a 
way as to be of interest to the individual investor as well as the 
more expert banker and broker. It is a practical hand-book for 
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The Pitfalls of Speculation 


By THOMAS GIBSON: 
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clear and simple manner the causes of failure in speculation, with 
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Price, $1.00 net By Mail, $1.10 


The Gold Supply and Prosperity 
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' Price, $1.00 net By Mail, $1.10 
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Rahill’s Corporation Accounting 
Corporation Law 


450 pages, 7 X 10 inches, $4.00. 


Indispensable to the Modern Business 
Man 


This latest and most authoritative 
exposition of 


alll The Newer Complexities of 
Modern Business 


PORATION includes Corporation Mergers, Holding Companies and every 
SOUNTING 3 other phase of present conditions not heretofore even touched 
AND upon. J. J. Rahill, C. P. A., an expert of wide reputation, 
~ its author, has made clear down to the minutest detail those 

RATION points which the Banker and Corporation Man must know 
sAw thoroughly to avoid pitfalls. To Bookkeepers it opens a 
new world of immense possibilities in the field of expert 
accounting. 

old on Approval ‘Sené the price, ($4.00 prepaid in U. S. 
S PP and Canada, $4.25 prepaid abroad) 
and if not entirely satisfactory return it and your money will be 
refunded with return charges—don't wait to write for further par- 
ticulars, order the book today and judge for yourself. Latest edition 
contains 450 pages, well bound, a permanent book. 


Send tis $1.00 additional (five dollars in all) 
and we will include a copy of 


THE CACONY AUDIT SYSTEM 


The Greatest Labor and Time Saver Ever Devised 
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The Cacony Audit System is clearly and fully 
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and Balances. This System has been in use ‘for ten years in 
some places we know; and we have never heard 

of any one discarding it after once using it. 


Insures Accuracy in Checking Remittances 
ox SPECIAL OFFER 
A copy of this indispensable Book will be sent 
you for $2.00, or $1.00 if your order includes Ra- 


Makes Disputed Accounts Practically Impossible. hill’s Corporation Accounting and Corporation 
Law. In addition the Free services of an expert in 
It is so simple and so easily understood that those installing the system in your ee depajt- 
men esired separately pin a $2.00 Bill to yo 
without a knowledge of Bookkeeping letter head and mail to us today at our risk. _— 


can install it. 


Continental Audit Co., 2sr., New York 
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The ACCOUNTANCY PU BLISHING COMPANY carry a ge line of Busi- 
comm commercial 
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32 Waverly Place, New York City. 
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tions with over sixty forms. The best small work of the kind. 290 pages. 8vo. roo05. Cloth, prepaid, $2.00. 
CLASSIFIED CORPORATION LAWS. Overland. A well-arranged, classified statement of the business 
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1906. Prepaid, buckram, $3.00. 
NEW YORK CORPORATIONS. Harrison. A complete handbook of New York business corporation law. 
Contains procedure, statutes and forms. Invaluable to New York corporations. 431 pages. 6x9 in. 1906. 
Prepaid, buckram, $3.50. 
MAINE CORPORATIONS, Heath. A handbook of Maine business corporation law. Procedure, statutes 
and forms. Clear, practical, and invaluable to corporations organized under the Maine Laws. 300 pages. 6x9 in 
1907. Prepaid, buckram, $3.00. 
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6x9 in. 1905. Prepaid, buckram, $2.00. 
FINANCING AN ENTERPRISE. Cooper. A practical work telling how to secure finance for an enterprise. 
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promotion. The only book of its kind. 540 pages. 2 vols. 8vo. 10906. Buckram, prepaid, $4.00. 
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Quasi Public Corporation 
Accounting and Management 


A Practical Book on the Finances, Accounting and Management of Public Service 
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Addition, Multiplication, 
Division, Subtraction 


The Duplex Comptometer is more than twice as rapid on ADDITION and 
four times as rapid on MULTIPLICATION as the best mental computer. This 
is being proven daily in thousands of commercial and government offices. 
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URNISHES expert valuations 
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which are useful in placing 

insurance, for proof of loss in the 
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accurate book values. 
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work to the appraisal field. We 
are not accountants, but we work 
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CHICAGO NEW YORK 
303 Dearborn Street 50 Pine Street 
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To have your copies of The Journal 
of Accountancy bound? 

We will index and bind them in 
buckram at $1.00 a volume, six 
numbers to each volume. 


THE ACCOUNTANCY PUB. CO. 


32 WAVERLY PLACE, NEW YORK 


EARN $25 TO $100 A DAY 
AS EXPERT PUBLIC ACCOUNTANT 


Our system of correspondence instruction in Certified Publie Accounting 
qualifies students for expert work in 6to 10 months. We can do this because 
our instructors are practicing Certified Public Accountants who give each 
student special and personal attention. Our method is thorough and rapid. 
Success is certain and the cost moderate. Our partial payment plan en- 
ables any one to start work at once. Write us and learn how to make a 
large income in a dignified and uncrowded profession. Other courses in 
Theory of Accounts, Practical Aceounting, Auditing, Commercial Law, Book- 
keeping and Business Practice, and Business Arithmetie. Write which 
ones interest you. Prospectus mailed. 

Special: Each student furnished with Bound Volumes for course se- 
lected as soon as enrolment is received. 


Address: Edw. M. Hyans, C.P.A., Manager 
UNIVERSAL BUSINESS INSTITUTE, 


(Incorporated) 


Dept. L., 27-29 E. 22d St. NEW YORK 


FREE OF CHARGE 


You are conducting an up-to- 
date business which requires a 
wide knowledge of what the rest of 
the world is doing. You are start- 
ing in new work about which you 
must get correct information 
quickly. You are a student of — 
accounting, finance, commerce, 
commercial law. Or, perhaps 
you are a man of long experience, 
anxious to avoid rusting away 
into old-fogyism. In any case 
we can help you. 

We can find for you just the 
article, periodical or book that 
will supply you with the facts, 
the outlook, the stimulus you 
need. It is our business to keep 
track of business literature. We 
can give you expert advice in 
that field. It costs us something 
to furnish that advice; it costs 
you nothing to obtain it. Isn't 
it a good trade for you? 

All we ask in return is that 
you bear in mind that we can 
supply you with 


Any Business Book 


If you want to know the best book for 
your purpose, address 


INQUIRY DEPARTMENT 
ACCOUNTANCY 
PUBLISHING COMPANY 


32 Waverly Place, New York City 


WHITFIELD’S CARBON PAPERS 


will make perfect copies and that settles it. 
No smudge, no blur. Five sample sheets 
for typewriter, pen or pencil sent free. 25 
sheets, 8 x 13, in perforated book form for 
soc. Charges prepaid everywhere. 


Whitfield Carbon Paper Works 


123 Liberty St., New York City 


When writing to advertisers, kindly mention this Journal. 
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The Accountants’ Library. 


1.—Bank Bookkeéping and Accounts (Mrrinoom) _ .. $2.00 


lll.—Builders’ Accounts (WALBANK) . 1.40 
1V.—Agricultural Accounts and Income Tax (ins ATs) 2.00 
V.—Theatre Accounts (CHANTREY) 1.40 
VI.—Co-operative Societies’ Accounts (Suc DEN) . 2.00 
Vil.—Gas Accounts (Tue Epiror) . we 2.00 
Vill.—llineral Water [anufacturers’ "Accounts (Lu ND & ARsDON) 1.40 
IX.—Stockbrokers’ Accounts (CALLAWAY)... 1.40 
X.—Grain, Flour, Hay, and Seed [lerchants’ Accounts (Jounson) 1. 1.40 
Accounts (THORNTON & May) 1.40 
XIV.—Engineers’ and Shipbuilders’ Accounts (Burton) 1.40 
XV.—Tramway Accounts (McCot.) (Triple Number) .. : 4.20 
XVI.—Australian [Mining Companies’ Accounts (Goppen & Roszareon) 1.40 
XVill.—lledical Practitioners’ Accounts (May) A 1.40 
XIX.—Water Companies’ Accounts (Key) re Fa 1.40 
XX.—Fishing Industry Accounts (WILLIAMSON) —.. 1.40 
XXI1.—Underwriters’ Accounts (Spicer & .. 1.40 
XXIIl.—Jewellers’ Accounts (Epwarps) .. ad 2.00 
XXIV.—llultiple Shop Accounts (Haze ip) . 1.40 

XXV.—Building Societies’ Accounts (Gra ANT- Guta) 1.40 
XXVI.—Depreciation, Reserves, and Reserve Funds (Drexses) 1.40 
XXVII.—Quarry Accounts (IpoTson) .. 1.40 
XXVIII.—Friendly Societies’ Accounts (Fur RNIV au-Jonus) . 2.00 
XXIX.—Electric Lighting Accounts (Jonnson).. in 2.00 
XXX.—Fraud in Accounts (Tue Epiror) .. “ 1.40 
XXXII.—Wine Merchants’ Accounts (Sanin) 2.00 
XXXII —Dairy Accounts (RowLanp) .. 1.40 
XXXV.—Timber Merchants’ Accounts (SmitH) .. 1.40 
XXXVI.—Insurance Accounts (TyLer).. = = 4.20 
XXXVI .—Hotel Accounts (Dickser)... a 1.40 
XL.—Shipping Accounts (Daty) .. 1.40 
XLI.—Trustees’, Liquidators’, and Receivers’ Accounts (Daw seu) en 1.40 
XLII.—Slultiple Cost Accounts (Garry) .. 1.40 
XLII.—Woollen Accounts (JouN Mackie)... 1.40 
XLIV.—Brewers & Bottlers’ Accounts (HeExsert 
XLV.—Urban District Councils Accounts (Eckersley) .. be 2.00 


We will send you, postage prepaid, unless otherwise stated, any American or English work 
upon receipt of regular publishers’ prices, 


THE ACCOUNTANCY PUBLISHING COMPANY 
Telephone 2150 Spring 32 Waverly Place, New York 


When writing to advertisers, kindly mention this Journal. 
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Bound Volumes Accountants Wanted 


HERE’S YOUR CHANCE 
A few of the first two volumes TO SHOW THE STUFF 


of | YOU’RE MADE OF! 
Splendid Opening with 
OF ACCOUNTANCY 


The Largest Corporation in 


Bound in buckram and indexed, the United States 
are still in stock. Making a Business of Installing Accounting . 
iSystems} 
Price, $2:90 per volume Men of the right stuff will be ) 
paid every dollar they are worth ' | 
The Accountancy Pub. Co. | . Address, stating fully experience, Box 20 @™ : t 
32 Waverly Place, New York THE JOURNAL OF ACCOUNTANCY 


Communications will be held confidential. 


THE COMMERCE MONTHLY 


An illustrated monthly magazine devoted to 
Financial and Commercial interests 


INSTRUCTIVE REPORTS 
ENTERTAINING ARTICLES 
UP-TO-DATE EDITORIALS 


ONLY $I A YEAR 


Sample Copy Free Subscribe To-day 


CONMERCE MONTHLY 


Bank of Commerce Building 
ST. LOUIS U.S. A. 


When writing to advertisers, kindly mention this Journal. 
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ACCOUNTANTS 


will find the Certified Public Accountants’ Directory in TRUST COMPANIES 
Magazine of practical value in extending their relations with banks, trust com- 
panies and corporations. 


TRUST COMPANIES 


and Banks are beginning to appreciate the value of independent audits by 
Certified Public Accountants. In New York State the law requires inde- 
pendent examinations. In other States the practice of employing Certified 
Accountants to make periodical examinations is becoming general. 


A neat little display card in TRUST COMPANIES Magazine, or repre- 
sentation in its ACCOUNTANTS’ DIRECTORY will bring remunerative 
results. 


ADDRESS 
Trust Companies Publishing Association 
15 WILLIAM STREET NEW YORK CITY 


BROADEN YOUR FIELD OF KNOWLEDGE! 
A NEW WORLD IS OPENED TO READERS OF 


TECHNICAL LITERATURE 


A MONTHLY REVIEW OF CURRENT TECHNICAL PUBLICATIONS 


A large 64-page illustrated journal, giving its readers, in more or less condensed 
form, the best literary material of general interest appearing in the current 
technical publications of America and Europe, as well as much valuable technical 
information found in daily papers, trade pamphlets, society proceedings, speeches 
and lectures, etc. The Index to Technical Articles in Current Periodical 
Publications gives a classified descriptive listing of all the articles of importance 
os in the current technical press, brought down to the first of the: month 
of issue. 


“An indispensable publication for engineers and other technical men, and one of 
the most instructive ever published for general readers who wish to keep in touch with 
modern industrial progress. 


SUBSCRIPTION RATES—$2.00 A YEAR. SINGLE COPIES, 20 CENTS 


SPECIAL OFFER 
As a trial subscription we will send you TECHNICAL LITERATURE for two months for 25 cents. 


[Send your quarter to-day forJajtrial subscription and premium book offer. 


TECHNICAL LITERATURE, 19 J, 220 Broadway, New York 


When writing to advertisers, kindly mention this Journal. 
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CONSIDER YOUR 
OWN INTERESTS 


If you were not a believer in scientific business systems, you 
would not read THE JoURNAL OF ACCOUNTANCY. 

You obtain from our articles accountants’ solutions,—and that 
means clear-cut, illuminating, scientific solutions,—of business 
problems. We intend hereafter in our advertising pages to keep 
you: informed of the mechanical devices and inventions which 
make possible the accuracy and economy of modern accounting 
-solutions. With that end in view we are starting in this number 


a new department of 


Mechanical Office Help 


You will find in the department not only advertisements, but 
news. You will find practical suggestions. You will find de- 
scriptions of new and ingenious devices, which you can use your- 
self and can recommend to your clients. You will find above all 
useful IDEAS. 

We want you to turn back to the Mechanical Help Department 
of every issue and look it over with care. Your time will be well 
spent. 

If you would like information or suggestions about me- 
chanical devices, write to this department. We can procure for 
you the advice of experts. The service is free. 


Mechanical Help Department 
The Accountancy Publishing Company | 


32 Waverly Place, New York City 


When writing to advertisers, kindly mention this Journal. 
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Trust 


In Press Clippings and you will always be up to date 
and far ahead of your competitors who do 
mot use a press clipping service 


The “Ticker’’ that reveals at his desk every movement of the stock exchange is a 
business factor not more important to the Banker, Bond Dealer and every financial insti- 
tution than Romeike Clippings delivered before the opening of the market, through our 
own messenger service. You may have seen our boys in Wall street. You didn’t see 
them long in one place—they keep moving and can be depended upon. We begin work 
early in the day. At ten o’clock every morning, papers that reach New York before that 
hour are read and messengers are scurrying throughout the city, bearing to our patrons 
first information—in hand when the trading begins. If you are interested in Western 
properties not exploited in the papers of the East—we get and read the Western papers 
long before you could. Whether it is Stocks, Mining, Investments, Railroads, Shipping, 
or other industries that concern you, we bring promptly to your attention every important 
published item on that particular subject. The biggest and best houses are our patrons. 

Romeike Clippings have spelled SUCCESS for many a house. 


Write to us for particulars. 
H. ROMEIKE, Inc. 
110-112 West 26th Street, New York City 
Branches in LONDON, PARIS, BERLIN, VIENNA, ROME, MELBOURNE 


Advertisers! 


1.—Would it be of any advantage to you to'talk to 10,000 business men, (Bankers, 
Brokers, Wholesalers, Retailers, Capitalists, and Real Estate men)? 


2.—Would it benefit your business to send your message into 10,000 business houses 
(including nearly every Bank in the West) through the one medium that stands for every- 
thing that is best in business life? 


3.—Do you attach any significance to the fact that it is read and respected; that 
every subscriber takes pleasure in looking through it; and that it lies around longer on 
the reading table than any similar publication? Does that appeal to you as an advertiser? 


4.—Don’t you like to have your advertisement placed alongside reading matter 
where every reader is bound to see and read it, rather than to have it buried in a mass 
of advertising in the back part of some magazine? ‘ 


5.—Does it appeal to you when we say that the advertising offered is censored as 
carefully as the reading matter, and that nothing cheap, shoddy, or frivolous is taken? 


The above questions cover the essential facts regarding the COMMERCE MONTHLY), 
and we respectly solicit your business for the 


Leading Financial and Commercial Publication in the West. 


Write today for sample copy and advertising rates, to 


THE COMMERCE MONTHLY 


Advertising Department 


720 Bank of Commerce Building, Saint Louis, U. S. A. 


When writing to advertisers, kindly mention this Journal. 
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Mechanical Office Help 


LOOSE LEAF LEDGERS ARE GOOD 


Some are better than others 
Why not habe the BEST? 


IT HAS NO EQUAL 
We are Inventors and Manufacturers of 


THE LARGEST AND BEST LINE OF LOOSE LEAF DEVICES 


LEDGERS, TRANSFERS, SECTIONAL POST BINDERS, ORDER BINDERS 
and HOLDERS, BILL and CHARGE OUTFITS, CHECK BOOK 
BINDERS and LOOSE LEAF PRICE BOOKS, 


We are Sales Agents for ‘‘Loose Leaf Books and Systems,” the best publication on. the 
market, containing ruled forms of all kinds and describing their uses. 
Write us for name of nearest local stationer handling our goods. 


SIEBER & TRUSSELL MANUFACTURING COMPANY 
Office and Factory, 4000-4006 LACLEDE AVENUE, ST, LOUIS, MO. 
Eastern Branch, 82 Duane Street, New York City. Western Branch, First and Folsom Streets, San Francisco, Cal, 


The ONE Computing Machine 


(Monclisting) with dis with dials properly placed and with an extra dial auto- 
matically checking correctness of operator’s work item by item. 


Operator sees and £nows that the results of his ‘“ footing-up.” di- 
visions, multiplications, etc., etc., are correct. No Guess Work. 


THE MECHANICAL ACCOUNTANT 


is regarded as the Neatest, Speediest, Best Constructed and Most Dura- 
ble Machine on the Market. Break-Downs or Recurring Repair Bills. 
Because of this exclusive self-proving dial feature— 
speed, endurance, and handy adaptability to many 
uses—this machine today is in service increasing the 
capacity of various United States Government Dep’ts 
and scores of counting rooms and offices everywhere. 


PRICE AN ADVANTAGE 
Trials Granted Responsible Parties 


Write for interesting reading matter 
and catalog 


Mechanical Accountant Co, 
No. 2 Warren St. Providence, R. I. 


When writing to advertisers, kindly mention this Journal. 
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Compare These Advantages of the “Y and E” 
Copier, With the Inconvenience and 
Inaccuracy of Carbon Copying: 


Carbon Copying would be 
Right’’ if it were not all wrong 
on these Points: 

(1) Hard to make corrections. Copy is 

a sight. 


serted WRONG SIDE UP and sten- 
ographer got NO COPY. Had to write the 
letter over. 
didn’t agree with original. 


(3) Exasperating to correct BOTH origi- 
nal and copy when changes are necessary. 
Apt to let the copy go when you're in a 
hurry. Trouble later. 


(4) Carbon paper and second sheets 
means harder usage of typewriter. Also 
noisier. Fuss of inserting carbon paper 


And th maybe the co 


| 


_ sand copies come 


and second sheets reduces stenographer’s | 


speed. 


(5) Good carbon paper, expensive. Cheap | 


carbon paper short-lived. Waste of car-. 


bon and second sheets when letters have 
to be rewritten. Can't copy postal cards 
or other matter written on heavy paper. 


(6) If extra copies are wanted, after 
the letter is written, there is no way 
except to rewrite. If too many copies are 
specified in advance, then time and ma- 
terials are wasted. As inefficient in point 
of convenience as in point of showing 
changes and alterations. 


“All | Six Reasons Why You Wanta “‘Y and 


Rapid Roller Letter Copier: 
(1) Always ready. Simply insert letter, 
turn crank and copy’s made. Two to five 
clean legible copies of any letter. 


(2) Letter may be copied at.any time of 


(2) Once or twice carbon paper was in- | day by office boy, stenographer, or yourself. 


Copier reproduces automatically the signa- 
ture and all changes that, if they are to ap- 
pear upon your carbon copy at all, require 


(3; .No physical exertion nécessary. Cop- 
ies made in plain sight. Out-going mail 
never delayed. 


(4) No supplies necessary such as damp- 
_ ening cloths, blotters, oiled sheets, second 
Tissues for 


sheets, or carbon papers. 
nearly one thou- 


in rolls at cost of 
soc. each. 60 per 
cent cheaper 
than copy booksor 
carbon copying. 


(5) Copies — 
not bound in ‘ 
book but — = 
loose for filing 
in order of date 
with letters to 


which they reply. 


(6) Copying 
ribbon. copying 
ink or copying 
pencil all copy 
clearly. 


SAMPLE ON 30 DAYS 


FREE TRIAL, TOO, “Y and E” Way. 


Write us for this mew Copier booklet No. 319 and SAMPLE OF WORK 


YAWMAN FRBE MFG.(O: 


-"*" BRANCHES: (Look us up), 


Main Factories and Executive Offices, ROCHESTER. N. Y. 


New, York, Chicago, Pittsburg, St, Louis, Washington, Cleveland, San Franvisco, Philadelphia, Boston 
The Office Specialty Mfg. Co. Ltd., Toronto-Montreal-Winnipeg-Vancouver 


When writing to advertisers, kindly mention this Journal. 


Step tothe Copier ; insert your 
etter and turn the handle. 
That’s the simple, easy 
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Four Ww ays 
of taking 


A Trial Balance 


Sea 


OU can geta 
trial balance 
to three days 


earlier with a 


Burroughs Adding 
and Listing Machine. It . 


means also a saving in work i ae 
and worry. 


Our Department of Busi- | 
ness Systems has just issued 
a series of life size forms with 


complete descriptions show- 


ing four of the ways the 


Burroughs handles trial balances. 
If you would like to have the series, say bg 
so on your firm’s letter head, and we will be 
glad to send it to you. | 
48,556 Machines in use April 1, 1907. Neerereee j 


Burroughs Adding Machine Company 
70 Amsterdam Avenue, Detroit, Mich., U. S. A. 


When writing to advertisers, kindly mention this Journal. 
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120-130 SHERMAN STREET, 
CHICAGO. 


Printers, Binders and Engraters. 
Fine Blank Books a Specialty. 


We supply ruled books and blanks for Chicago certified accountants, and can 
serve others with equal satisfaction. 


Loose Leaf Ledgers and supplies kept in stock and made to order. 


ESTIMATES FURNISHED ON APPLICATION. 


Analysis paper, 14 by 32 inches, ruled both sides on bond paper, carried in stock 
and ready for immediate shipment. 


The Usual Fate 
| of a Magazine is to be read, thrown | 


aside and forgotten. 


The Journal of Accountancy 


is studied and preserved. 


An advertisement in The Journal of Accountancy 
keeps on yielding results for months 
and years to come. 


When writing to advertisers, kindly mention this Journal. 
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No. “> Round Crystal Glass, Cut 
Bottom; 3} in. diameter, Ij in. high 


35 cents 


THE VICTOR is the latest creation in the now popu- 
lar type of non-automatic inkstands. For several years the ten- 
dency has been towards a complete revolution in the style of wells 
which have been on the market, and following our policy of keep- 
ing our products up-to-date we have produced the VICTOR, 
which we illustrate herewith. 


The.height of the inkstand being only 14 inches and the base 34 inches in diameter 
gives it a solidity which removes the danger of upsetting, at the same time making it 
very acceptable on a roll-top desk where economy of space is desired. 

A pleasing feature is that it is impossible to dip the pen.so deep as to get ink on 
the penholder and on the fingers. The WICTOR is easily taken apart and cleaned, 
as there are no automatic parts, a dip cup and a glass well comprising the entire stand. 


There is no pressing down a funnel 


If the Victor Inkstand cannot be obtained from your stationer, send his name 
and address, together with order, to 


HOSKINS 


The Store for Business Tools 


354 Broadway, New York 904-906 Chestnut SL, Phila., Pa. 


When writing to advertisers, kindly mention this Journal. 
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ACCOUNTANTS! AUDITORS! 


= accountancy for your clients necessitates modern accounting 
devices as well as modern methods. 


WE DESIRE YOU TO KNOW OUR GOODS 
The rest we leave to your good judgment. A Satisfied client is the best advertising 
Ask us or ourlicensees for circular and samples of our superior Flat-Opening ‘‘ Eureka’’ Leaf 


OUR NOTABLE SPECIALTIES: 


4 


Current Aluminum 


Binders Finished 
with Sectional Post 
Anti-Wear Binders and 
Side Cushions, Files. 
Removable Any;Size and 
Gauge, with 
Special Books. S, 
Gives use of 
Strong Holders. 
Mechanism 
Key. “Eureka”’ 
Flat Opening 


Indexes. 


Our exhibit at National Business Show, Coliseum, Chicago, March 16th to 23d 
was Acknowledged to be the Best in Display and Quality. 


Jones Improved Loose Leaf Specialty Co. 
CHICAGO, ILL. 


ALL OUR GOOD§"SOLD ONLY BY OUR SPECIAL 


LICENSEES 


Albany, N. Y., James H. Hendrie Indianapolis. Ind., Levey Bros. & Co. St. Joseph, Mo., Combe fy me Co, 
Atlanta, Ga., Foote & Davies Co. Kansas City, Mo., F. P. Burna St Louis, Mo., Buxton & Skinaer 
Baltimore, Md., Lucas Bros. Staty. & Prtg. Co. Staty. Co. 
Birmingham, Ala., Dewberry & Knoxville. Tenn., Gaut-Ogden Co. . St. Louis, Mo., Geo. D. Barnard & Co. 

Montgomery ry St . Co. Little Rock, Ark. Democrat , es St. Paul, Minn., Brown, Treacy & 
Boston, Mass., Thorp & Martin & Litho. Co. 


Buffalo, N. Y.. Baker, Jones & Co. Angeles, Cal.. Union Lith. Co. Salt Lake City, Utah, F. W. 
Cha rleston, S. C., Walker, Evans & Louisville, Ky., Office Sup ty Co. Co. 


Cogs well Co. Macon, Ga., J. W. Burke San Francisco, Cal., Isaac Upham Co. 
Chatta , Tenn., Mer ve Co. Memphis, Tenn. E. H. Clarke & Bro eg Ga., Braid & Hution 
Chicago, Ill. Ww. G. Lage Co Milwaukee, Wis., Germania Pub. Co. Seattle, Wash., Lowman & Hanford 
Chicago, i. Stevens, aloney &Co. Montreal, Canada, Guertin Prtg. Co. Staty. & Prtg. Co. 
Cincinnati, 0., Gibson & Perin Co. Muncie, ind., Hoosier Prtg. Co. Sioux City, la.,. Perkins Bros. Co. 
Cleveland, O., "The Brooks Co. New Orleans, La. T. “Fitzwilliam & Co. Spokane . Wash., ne won Prtg. Co, 
Dallas, Tex., M. P. Exline Co. New York, N. Y., Adams ¢ we Co., Springfield, Mo., I niand Prtg. — 
Dayton, 0., Dayton Bik. Book 7 Cedar St. Bndg. Co. 

Ptg. Co. Omaha, Neb., Omaha Prie. Co. Syracuse,N. Y., Simmons Bndg. & 


& 
Davenport, Ia., Fidlar & Chambers. Phila., 'Pa., Wm. H. Hoskins Co. 
Denver, W. H. Kistler Staty. Co. Pittsburgh, Pa., A. W. 
Des Moines, Ia., Geo. A. Miller Prtg Co. Portland, Ore., Howe, Davis & ilham 


Co. 
Tacoma, Wash., Pioneer Bindery’ & 


Detroit, Mich., Gregory, Mayer & uincy, Ill., McMein Prtg. Co. Toledo, O., Franklin 

Thom Co. Reedsville, Pa., Smith Printing Co. Washington, D. C., Stoc Sethehiske ee: 
Freeport, Ill., Otto Wagner Richmond, Va., Williams . Co. Waterloo, = Matt Parrott & Sons 
Galveston, Tex., Clarke & Courts Rochester, N. Y., Scrantom, Wetmore Wheeling, W. Va., West Virginia 
Grand Rapids, Mich., Barlow Bros. & Co. Prtg. 


Houston, Tex., Standard Prig. & 
Litho. Co. 


“THE NAME A GUARANTEE OF THE LATEST AND BEST’”’ 


When writing to advertisers, kindly mention this Journal. 
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HANO is the oldest, largest and most suc- 
cessful concern in the world making Carbon 
Copying Systems, 

Shipping, Ordering and Billing Blanks; Auto- 
graphic Registers, Printed’ Rolls; Department 
Store Sales Slips; in fact any work in which 
carbon is used. 

Accountants recommend HAN@ for all classes 
of manifolding work. 

Why? 

They get the goods. 

They get the prices. 

They get the service. 


PHILIP HANO & COMPANY 
806-810 GREENWICH STREET, NEW YORK 


THE SHEPPARD LINE OF LOGSE-LEAF BINDERS 


ge: The Improved Tengwall Binder. 
Our trade mark stands for Rm Be m. Send for new 28-pp. Catalog and 
the best quality everywhere. es a Souvenir Ruler. 


WE MAKE The E. Sheppard Co. 
Binders for any Sheets 87 MAIDEN LANE, 
Sheets for any Binders THE SHEPPARD SECTIONAL POST BINDER. NEW YORK, 


We especially solicit the trade from accountants, as we do no system work and can protect them with their clients. 


CERTIFIED PUBLIC ACCOUNTANT EXAMINATIONS: 
Fred’k S. Tipson, C. P. A, 


5 Beekman Street, New York 


is prepared to coach students for C. P. A, Examinations in any State by correspondenice. 
New York candidates are given personai instruction. Fee for the full course $100, payable in 
four monthly installments, which covers the entire course of instruction, UNTIL SUCCESSFUL. 


cAUDITING, COMMERCIAL LAW, JUST PUBLISHED; 
PRICE $3.00 EACH, 


THE THEORY OF ACCOUNTS, NET, DELIVERED. 


Containing all New York C. P. A. Examination Questions from 1896 to 1902, sean with 
full answers and. explanations. 


When writing to advertisers, kindly mention this Journal. 
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Leadership 


Accountancy 


like leadership in any other line, falls to the men who combine 
native ability with the right kind of training. The brains, energy, 
and ambition of the combination you must supply yourself. The 
thorough, all-around preparation, which is one of the essentials to 
success, you may obtain in the NEW YORK UNIVERSITY SCHOOL 
OF COMMERCE, ACCOUNTS, AND FINANCE. 


The work of the School is distinctively practical. Its in- 
structors are men of experience and high standing. Its sole aim 
is to provide the training that will most surely increase the 
efficiency of its students. 


Efficiency is taken to mean a great deal more than mere skill 
in performing routine tasks, important as that is. It calls for 
breadth of view, keenness of observation, grasp of underlying 
principles, thinking-power. The courses of instruction, for that 
reason, deal not only with the details, but with the difficult 
problems of accounting practice. 


if your ultimate aim is to hold a place as 


Leader, not Subordinate 


Manager, not Clerk 


Accountant, not Bookkeeper 


you can not fail to be interested in the School and its work. For 
complete information address W. H. Lough, Jr., Secretary, 
Washington Square East, New York City. 


JOSEPH FRENCH JOHNSON, Dean 
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